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Oral evidence

Taken before the Trade and Industry Committee

on Tuesday 7 November 2006

Members present:

Peter LuV, in the Chair

Roger Berry Judy Mallaber
Mr Brian Binley Rob Marris
Mr Peter Bone Mr Mike Weir
Mr Michael Clapham Mr Anthony Wright
Mark Hunter

Witnesses: Mr Ken Timmins, Director, Europe and the Americas, Mr Adrian Hockney, Head of Latin
America Unit andMr Paul Blackmore,Mexico and Brazil Team, UK Trade & Investment, gave evidence.

Q1 Chairman: Gentlemen, welcome to this opening
evidence session on the Committee’s inquiry into
trade and investment opportunities in Brazil.
Although this particular session and the Committee’s
visit next week are specifically related to Brazil and to
an extent Argentina, I think it is fair to say that the
evidence we will receive from you today and the
questions we will ask you where there are issues of
principles will inform our rather wider work into a
separate inquiry intoUKTI strategy itself. I hope that
does not alarmyouunduly.Can I begin by asking you
to introduce yourselves for the record?
Mr Timmins: I am Ken Timmins. I am Director,
Developed Markets in UKTI, that is from the
beginning of October. I was previously Director,
Europe and the Americas which is why I am involved
in this inquiry on Brazil.
Mr Hockney: I am Adrian Hockney, I head up the
unit responsible for Brazil and Latin America.
Mr Blackmore: I am Paul Blackmore. I am the desk
oYcer in UK Trade and Investment for Brazil and
Mexico.

Q2 Chairman: Thank you very much, indeed. We are
very grateful to you for your written evidence. That
was interesting and it showed that we are still, both
with exports and imports, the fourth largest EU
trading partner with Brazil. However, what worries
this Committee is the Department of Trade and
Industry’s investigation into the Trade and
Investment Opportunities with India response which
we published a few days ago. What worries us is that
other people seem to be doing better. Germany,
France, Belgiumand Spain all increased their trade at
a much higher rate than the British increased their
trade.Why do you think that is? Are we taking Brazil
seriously enough by the status in the BRIC
economies?
Mr Timmins: I think that there are a number of
reasons for our performance in Brazil, some of these
relate to the view that British companies have of the
market. Brazil is very distant for a lot of companies, it
is amarket that for some companies, indeed formany
companies, poses diYculties around language. There
are issues around markets where British companies

feel that there are easier fish to fry, if you like, around
the world and also in relation to Brazil itself there are
perceived diYculties in trading with Brazil because of
the tax burden and the regulatory burden, as a
general perception amongst British companies that
doing business with Brazil can be quite problematic.
Those are a range of reasons why companies perhaps
do not look at Brazil as positively as they ought to do.

Q3 Chairman: Just out of interest, Portugal is on the
list of countries that is doing better than us. Do we
know if Portugal is doing better? They do not have
the language problem, of course, that British
businesses have.
Mr Timmins: There are all these issues. What I have
said about Brazil and about British companies’
perceptions about Brazil really is about where we are
nowbut, of course, as part of our newUKTI strategy,
which we launched back in July, we are adopting a
rather new and diVerent approach to Brazil which I
can explain to theCommittee as youwish. Before I do
that, I think the other point which I ought to make is
that in UKTI and its predecessor body
organisation—British Trade International was
formed in 1999, Trade Partners UKwhich succeeded
and we became UK Trade and Investment a couple
of years ago—our policy over these years has not
been to promote markets. I think I need to emphasise
that our policy has been to help improve British
companies’ competitiveness, so we have not had over
the last few years a particular focus on promoting
Brazil in the same way that we have not had a
particular focus on promoting many other markets,
and China and India are the exception to that in
recent times. If you look at our headline objective for
UKTI, our headline objective for the spending review
2004, for those three years, was to achieve a
measurable improvement in the business
performance of our customers. That is rather
diVerent from an objective which is specifically about
promoting markets.

Q4 Chairman: The bottom line is that British
business is not doing as well as our competitors are
doing?
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Mr Timmins: Indeed.

Q5 Mr Binley: I just found your first argument that
Brazil is very distant in relation to the Chairman’s
question to be quite surprising because it is just as
distant, it seems to me, for the other European
countries and maybe a little more distant. I did not
quite understand that, quite frankly. It does seem to
me that our competitors are seizing opportunities
that we are missing. You then went on to say that
your job was not to highlight markets and help with
specific markets with our internal business. Is that
one of the reasons why we are not being as successful
as other people? Have we got it wrong in that
respect?
Mr Timmins: As I said, we have gone through a
period of several years where our objective has not
been to promote particular markets. There has been
a very good reason for that which is that British
industry told us that we had to stop promoting
markets, it was confusing to British industry, every
desk within UKTI as you might imagine was
promoting its own markets, the opportunities in the
markets and expecting British industry to respond.
The fact is that British industry does not have the
capability or the capacity to respond to every
opportunity and every market in the world. That
was a message which we took very seriously from
British industry a few years back. The message
being, “Please, do not confuse us with market
promotion”. We shifted from market promotion in
the main to what we call trade development. Trade
development is essentially about nurturing
companies individually and through their sectors to
make them more ready to build their capability to
tackle markets, with the decision about which
markets they tackle essentially being the business of
the customer, not the business of UKTI. Our job is
to get behind companies to provide them with the
support and advice they need, the intelligence and
opportunities, build their capability but allow them
to decide where they wish to pursue opportunities
overseas.

Q6 Mr Binley: You still have not answered my
question about the opportunities our competitors
are taking with regard to Brazil and South America
that we are not. If we pursue that argument it means
that we see a shrinking share within the export
market and we need to do something about it. What
are we missing?
Mr Timmins: I do not deny that at all. I do not think
anyone you speak to would deny that our
performance in Brazil is less impressive than it
should be. I do not think there is any doubt about
that. I have given some of the reasons for that. There
are other reasons around the fact that British
companies can be quite risk averse to markets like
Brazil and that may be a diVerence between British
companies and companies in Germany, France or
elsewhere. I think this is quite a complex matrix, if
you like, of reasons why we are not performing as
well as we should. I thinkwhat I would say is we have
recognised that is the case and in terms of our new
approach to Brazil, in terms of our approach to

globalisation, we are going to adopt a rather
diVerent approach for Brazil and have already
started on that.

Q7 Chairman: Can I interrupt for a second
because—and I agree with you by the way about this
risk averse issue in some markets, we said this about
India in our report and the Government says in its
response, “The Government’s interaction with UK
businesses does not suggest that they are risk
averse”. You have just said what this Committee
believes to be the case. Brazil I understand, it is a
concern which we have and share with you, but the
response thatwas published by theGovernment says
something rather diVerent about India.
Mr Timmins: I cannot really comment on India, but
certainly that is a view that we have expressed on
Brazil and is one of the factors which we believe is
aVecting our performance.

Q8Mr Binley: I am sorry, I am a businessman and I
am very confused now. You must know what
strategy our competitors are pursuing to do better in
the first place. Can I ask if you have specifically
talked to those people who are exporting to Brazil to
find out what they are doing to help those other
people who might be on the cusp of doing so?
Mr Timmins:We are about to embark on that very
process. What I am trying to explain to you is how
our policy in relation to Brazil is shifting in the way
that we address the globalisation agenda. We are
putting in place some quite specific work to
understand why it is that businesses, particularly
businesses which are not SMEs—. This is another
point I should also raise, that SMEs have been a
major focus of our attention in the recent past and in
many respects Brazil can be a very diYcult market
for SMEs so we are beginning to look very carefully
at that cohort of companies which are not SMEs,
which are above that level in terms of employment,
mid-corporate companies, and we are addressing
why their activity levels in relation to Brazil are less
than they arguably ought to be and there is some
research which is about to begin on that. It is very
important that we understand the reasons so that we
can then put in place the various mechanisms to
address the problems. This is quite a bit of fine-
tuning, if I can put it that way, working with
companies now as part of the globalisation agenda.

Q9 Mr Binley: If my business were not working it
would be more than fine-tuning, quite frankly. Let
me go on to the second question which I wanted to
ask. The UK is lagging behind in terms of FDI into
Brazil, as you will know, in sharp contrast with its
position vis-à-vis its competitors in China and so on.
What sorts of businesses are attracting investment
from our EU partners?
Mr Timmins: In Brazil?

Q10 Mr Binley: Yes.
Mr Timmins: First of all, on FDI, the UK has been
an investor in Brazil from the end of the 19th
Century. We have a long history of investment in
Brazil and there are many British companies
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represented there, so that has been a success story.
There are companies such as Glaxo, Cadbury and
Shell who are all heavily involved in Brazil, so I think
that should be regarded as a success.

Q11 Mr Clapham: Mr Timmins, I want to follow
behind the question that Brian Binley asked and
relate it back to the last time that this Committee
visited Argentina and Brazil. I recall at that time, for
example, Argentina was going to import gas, I think
from Chile, and British Gas were very much
involved in what was likely to be the connection to
the domestic system. At that time we were talking in
terms of British Gas helping joint ventures between
smaller companies in the UK who may go into a
joint venture with an Argentinian company to
produce the manufacturers that would be required
to help the domestic gas link.Wewere talking at that
time, and this was 10 years ago, about that being an
example of the way in which the Germans were
getting their companies into the market and here we
are now 10 years after and it seems that we have
learned no lessons at all, that we are not doing that
from what you are saying and it just seems that we
are allowing our competitors to steal a march all
the time.
Mr Hockney: Particularly in oil and gas, I think that
is a very good example of where we have got a
specific strategy to deal with getting British
companies out to Brazil. We have done a lot of
piggy-backing to get some small and medium
enterprises—things like valve manufacturers, I am
not a specialist, but that sort of thing—onto the
Shells, the BPs, British Gas and so on. I think in that
sector it is working.

Q12 Chairman:We are going to do some more work
on sectors later, so perhaps we should stick to gas
at present.
Mr Hockney: I think it is working in that sense.

Q13 Judy Mallaber: Mr Timmins, I did not quite
understand one of your replies to Brian Binley
earlier. You said that companies were getting fed up
with you overloading them with too much stuV

about markets in diVerent countries, but you then
went on to say that it was up to businesses to decide
what opportunities they wanted to take up. I do not
understand how they knowwhat opportunities there
are if they are not being told what the market is.
Could you explain that?
Mr Timmins: There are two elements to our trade
work. One element is what we call “trade
development” which is essentially working with
individual companies, building their capability to
export, giving them advice and essentially allowing
them to decide where it is they wish to export to, but
with the support that we have given them. That is
our trade development. The second aspect of our
trade work is in the sectoral area and what we are
doing there is with each sector of British industry we
have a process whereby we present to British
industry the opportunities in individual markets
around the world and sector by sector we discuss
with British industry which markets they regard as

a priority. This is quite a strategic approach and, of
course, it involves Brazil and there are several
sectors of British industry that see Brazil as a
priority market.

Q14 JudyMallaber: So you are telling themwhat the
markets are.
Mr Timmins: The sectoral approach is a strategic
approach to howwe use our finite resource.What we
are saying to British industry is, “These are the
markets. These are the opportunities in the markets.
You tell us across the globe which markets you
regard as a priority and UKTI support will follow”.
It is customer-driven, it is informing British industry
about opportunities channelled through our posts in
Brazil and elsewhere, so there is an element of—I
would not call it “market promotion”—ensuring
that British industry is aware of what opportunities
are available elsewhere, but it leaves the decision to
British companies and British sectors of industry as
to where they wish to take UKTI support.

Q15 Judy Mallaber: If you suddenly saw an
opportunity come up, say in a Brazilian market,
would you post it or go to the companies you
thought might wish to take it up?
Mr Timmins: Indeed. First of all, if it was an
opportunity in a sector that had been bubbling away
for some time and it looked as if there really was
going to be some potential business for British
companies, we would be in touch with the sector,
with the trade association or whatever body was
responsible for the sector in the UK, we would
present that opportunity to them, discuss it with
them and take their view on the extent to which they
saw it as important to them. If it was a single
opportunity, a Brazilian company needing to import
into a particular area, we would post that particular
opportunity on our website as a business
opportunity and all the 12,000 or 14,000 companies
which subscribe to that would be able to take
advantage of that opportunity.
Chairman: There are interesting questions here we
may return to if we have time later on, but we must
move on to progress the questioning. Peter Bone.

Q16 Mr Bone: I want to ask you about something
that seemed rather strange to me in your written
evidence, I think it appeared in 4.6 of the main
memorandum. You said that British companies
investing in Brazil often do so through third
countries. I did not quite understand why they do
that. Could you explain?
Mr Hockney: Another British investment, for
example, that comes out of theNetherlandsmight be
by a British company but it is ascribed to the
Netherlands’ foreign direct investment. That is one
of the reasons the Netherlands is quite high up in the
table for foreign direct investment into Brazil. It can
be British companies that are investing, for example
some of Shell’s investment goes under the
Netherlands’ outward investment figures.
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Q17 Mr Bone: That is even more confusing,
Chairman, because if it is British investment why
does it come under Dutch figures?
Mr Hockney: Because it would come out of their
oYces in the Netherlands.

Q18 Mr Bone: I suppose I would go back to the
original question, why? Why do they do it that way?
What is so great about the Netherlands?We are part
of this wonderful organisation called the EU, it is a
great single market, we are dynamically getting
investment for Britain, why do we have to go
through a third country?
Mr Timmins: These are issues for British companies
to decide on. It is not for us to dictate to companies
how they conduct their business, that decision must
be for them.

Q19Mr Bone: I understand the decision must be for
them, but I do not understand the rationale at the
moment. If I am sitting in a head oYce in London,
why on earth would I send my money across to the
Netherlands to go to Brazil? Are they anti-British in
Brazil ? Is that the reason?
Mr Timmins: No, not at all. I think this is just a
factor of how business is done. If you speak to these
companies individually each will have a diVerent
story to tell about why they do it in that particular
way. It certainly does depress our trade figures.

Q20Mr Bone:Could you tell me one story as to why
they do it that way?
Mr Timmins:No, I am sorry. I do not have the detail
of that but I am very happy to investigate that.

Q21 Chairman: Peter Bone has a very important
point here. A lot of the big companies which happen
to invest in Britain are Anglo-Dutch companies and
so they have their headquarters technically
somewhere else, so it is half-British, half-Dutch,
because of the asset history in Shell and Unilever
particularly. Is that anywhere near it?
Mr Timmins: It is that sort of thing, but quite why it
is not counted as a British export and an export from
the Netherlands, I do not know the answer to that.
I am sure our colleagues in Sao Paulo in Brazil will
be able to answer that question better than I can.

Q22 Mark Hunter: I want to ask a question with
regard to the document that you have already sent in
to us and refer to annex D, which sets out the
agreement between the UK and Brazil to establish a
joint economic and trade committee called
“JETCO”. The Select Committee, of course,
understands this concept from our recent inquiry
into trade with India, as you will be aware, but I
would like to know a little bit more about JETCO as
an organisation. Has it met yet? Has it got
established priorities? Does it have an action plan?
Could you tell us a little bit more about the
organisation and those specifics?
Mr Timmins: Sure. I will say a little bit generally
about JETCO and ask my colleague to spell out a
little bit more of the detail for you. You will
probably be familiar with JETCO because it is the

mechanism that applies to India and China. It is a
Joint Economic and Trade Committee—it is not a
body, it is a committee—and it is essentially a
ministerially-led committee. The history of JETCO
for Brazil is quite recent. It goes back to the state
visit in March, and in thinking through how we
wished to approach the state visit and what
deliverables we wished to obtain from the state visit
wewere looking at the sorts ofmechanisms that were
used for other markets, including India and China.
The JETCO mechanism seemed to us to be one that
we could usefully apply to Brazil and so during the
state visit we pursued with the Brazilians the
establishment of this committee. It is ministerially
led, it is designed to address the issues which aVect
our trading relationship and this is recognising, of
course, that some of these are susceptible to
government-to-government intervention in order to
find a resolution, so we agreed with the Brazilians
that there was a mutuality of interest in establishing
a JETCO for Brazil. That was one of the deliverables
from the state visit back in March. Since then, the
Secretary of State, Alistair Darling, has approved
the terms of reference for the JETCO, he had an
initial meeting with his opposite number, Luiz
Furlan, the Brazilian industry minister, in May
when he was in the UK. We have moved forward
from that meeting to the formal inauguration of the
JETCO which took place in September when
Alistair Darling visited Brazil. During the period
from March, when we were starting to develop this
concept or mechanism, through to September, we
have developed the JETCO, we have established it,
inaugurated it, it has had its first meeting and it is
beginning—

Q23 Mark Hunter: That is what I was particularly
keen on, it has had its first meeting?
Mr Timmins: Yes.

Q24 Mark Hunter: But only the one so far?
Mr Timmins: Yes, indeed. It is intended it should
only meet once a year in terms of its joint
chairmanship by ministers.

Q25 Mark Hunter:Were its priorities agreed at the
first meeting?
Mr Timmins: Indeed. Adrian can tell you a little bit
about that.
Mr Hockney:AsKen says, AlistairDarlingwent out
to Brazil in September and we had the first meeting
and out of that meeting came 15 recommendations.
Now these are practical recommendations, things
like developing co-operation between the UK
Accreditation Service and theGovernment in Brazil,
the Patent OYce and the patent oYce equivalent in
Brazil and also developing joint trade activity
looking at specific sectors, going through a whole
range, and I can certainly give the Committee these
15.

Q26 Mark Hunter:We would be interested to see a
full breakdown of these, the Secretary of State’s 15
recommendations.
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Mr Hockney: These were joint recommendations
between the Brazilians and ourselves, so there are
some in there which are more akin to the Brazilian
needs and some towards our needs.

Q27 Mark Hunter: It would be very helpful if we
could have a copy of that. Finally on this particular
point, there is a great deal of store being set by the
establishment of this JETCO organisation. Could
you tell me whether or not there has been much
interest in it from UK companies looking to get
involved in it?
Mr Timmins: Very much so.

Q28 Mark Hunter: Could you quantify that when
you say “very much so”?
Mr Timmins: What I was going to say was I may
have given the impression that this was, as it is, a
government mechanism. It is certainly that, but
feeding into themechanism is a very strong thread of
interest by British companies and that is manifested
through the CBI, which have been partners with us
in developing the mechanism. Indeed, as we move
forward with JETCO, the CBI will be instrumental
in helping us identify the issues that are of concern
to British companies in trading with Brazil, so there
is a very strong private sector input here.

Q29 Mark Hunter: Could you give us a flavour of
what kind of companies and what companies
specifically have shown an interest?
Mr Hockney: I have got a list back at the oYce, but
a lot of the companies have already got an interest in
Brazil naturally. Paul, you might be able to help me
out here?

Q30 Mark Hunter: It would be useful if you could
confirm it.
Mr Hockney: One extra thing I would add to what
Ken has said is the day before the first meeting we
had a private sector gathering of about 30
companies to get their views as to what they wanted
included in this statement, so we have had the
private sector.

Q31 Mark Hunter:Were they invited companies on
the basis that you knew they had an interest in it?
Mr Hockney: Yes, and through the CBI.
Mark Hunter: It would be helpful and I think it
would be interesting to know who attended, which
30 companies you are talking about there, but also
this wider interest that you have had so far
expressed, which companies are involved and also
what sector—I guess we might know from the
names—if it is not immediately obvious, that would
be useful as well.

Q32 Chairman:Am I right to see JETCOs in general
in Brazil and elsewhere as more of an integral
general annual meeting to make sure progress is
being made? Is that their purpose, to keep people up
to the mark?
Mr Timmins: I think it is important not to see
JETCOs as the solution to all of our problems, if I
can put it that way. There are some markets which

are suitable for JETCOs, particularly where business
can be influenced on a government-to-government
basis. Brazil is a market of that sort, as is China and
India, but there will be other emerging markets—
Mexico, for example—where it may not be wholly
appropriate or necessary to have a JETCO, so there
is something here of horses for courses. The
mechanism itself in the way it works involves
oYcials meeting twice yearly in order to prepare the
ground for the main ministerial meeting. I think it is
more than ministers receiving details of progress, it
is about the secretary of state, for example, being
able to influence the work of the JETCO, not just
receiving a progress report.

Q33 Chairman: There is a limit to the number of
JETCOs that a country can establish. The fact that
you have chosen one for Brazil suggests that you
have a higher priority for Brazil than perhaps some
British businesses have for Brazil.
Mr Timmins: Brazil is, in eVect, the third market for
whichwe have established a JETCOandwhat we are
doing now is looking in the round at emerging
markets to take a more strategic view of those for
which we feel JETCOs are appropriate. Part of the
problem, or the issue, is ministerial time.

Q34 Mr Wright: All through this we have been
talking about trying to build up trade with Brazil
and in yourmemorandum you listed a number of the
barriers to trade between the UK and Brazil, such as
excessive bureaucracy and regulation, complex tax
issues, employment law, protectionist taxes and
customs. Many of these, of course, also apply to
India and China. Would you say it is more diYcult
to do business in Brazil than those two countries?
Mr Timmins:That is diYcult forme because I do not
have any responsibility for India or China. Of
course, India has very strong ties born out of our
history which, without being an expert, perhaps
makes it easier for British companies to trade there.
China is not in that category but it is a rapidly
expanding economy and growth in China is farmore
than in Brazil, for example. So that may be a factor
there, that the opportunities are more widespread.

Q35 Mr Wright: You also suggest that the
government of Brazil is more willing to go further
than Congress to dismantle some of the barriers that
you have listed. In what areas do you think the
government may be willing to take action?
Mr Timmins: I think there are particular issues
around the regulatory burden. British companies
can find this quite stifling, it is one of the areas that
we will be looking at through a JETCO. The issue of
tax is also quite central to British companies’
perception of the ease or diYculty of doing business
in Brazil. The tax burden in Brazil is something like
36% of GDP, it is far in excess of the tax burden in
China and India, so that too is an issue that we are
pursuing within the JETCO.
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Q36 Mr Wright: Do you see that the government is
accepting these arguments and do you consider that
they will accept that they need to do something to
reduce some of that bureaucracy?
Mr Timmins:These are complex issues.We are at the
very early stages of identifying them and raising
them through the JETCO on a government-to-
government basis. It is perhaps wrong to say that we
have not raised them before, we have raised them
before. People in Brazil have raised them, raised
them in relation to the interests of individual
companies, there is no doubt about that. What we
are talking about here and now is a rather more
strategic approach through the JETCO where we
can raise those issues at a more strategic level, at a
higher level within government and seek to secure
some benefit that way, instead of pursuing them one
by one in relation to individual companies.
Mr Hockney: I think a couple of good examples in
the recommendations from the JETCO are that we
should support the ratification of an investment
promotion protection agreement and also a double
taxation agreement, which we have not got with
Brazil yet. As you pointed out, the Investment
Promotion and Protection Agreement (IPPA) was
stuck in Congress so we have a problem there. At
least now we have got it in a document which has
been signed by the Brazilian Minister of Industry
and Alistair Darling, so it is a step forward. I cannot
promise that the Brazilian Government is going to
change its attitude overnight, but at least we are
pushing it forward.

Q37 Mr Wright: Do you see that a change has been
made since the recent election? Do you see any
diVerence there in the way that we communicate?
Mr Hockney: It is early days. It is the same party, as
you know, and we do not anticipate any major
changes in attitudes at the moment but hopefully we
will see more in the New Year.

Q38 Chairman: Mr Hockney, you referred very
helpfully to the conclusions of the JETCO and you
promised an answer to an earlier question on the
consensus on the conclusions and it would be helpful
to have them quite urgently, perhaps in the next day
or two, because we are oV there next Friday and it
would be very helpful to be informed on discussions
in detail prior to our visit.
Mr Hockney:Yes, I will get these through to you this
afternoon.

Q39 Mark Hunter: Again on the memorandum
which you have already supplied, it discusses seven
sectors which would appear to be promising from
the point of view of developing trade with Brazil.
Could you tell us whether or not UKTI has
identified any other sectors which it should be
concentrating on, which are ripe for the potential to
be exploited? Could you also tell me how well the
UK is already doing in what are deemed to be the
strong sectors?
Mr Timmins: The sectoral approach which we have
adopted here is for Brazil and is part of our sectoral
approach for markets worldwide. The choice of

these sectors, if I can put it that way, as priority
sectors for Brazil is derived from discussions with
British industry with each of those sectors in terms
of how they see Brazil as amarket in relation to other
markets where there are similar opportunities for
them. That process is an annual process. We have
just embarked on the process of inviting our Posts
overseas, our commercial teams, to indicate for
Brazil and for other markets which are the areas of
opportunity they see looking ahead over the next
three years, and that is an exercise which is done
annually. We are keeping on top of this constantly
and for the moment the sectors that you see in the
memorandum are those that are a priority, however,
that might change based on the current exercise and
there may be a diVerent view taken on which sectors
should be a priority for Brazil.

Q40 Mark Hunter: The seven are it at the moment,
but there is an annual trawl eVectively for new ideas?
Mr Timmins: Indeed.

Q41 Mark Hunter: There is nothing outside those
seven which you want to tell us about just now?
Mr Timmins: I do not think so.1 If we were having
this discussion in a few months’ time, by which time
we would have completed the exercise that I have
just talked about, there may well be other sectors
which are appearing on the horizon. I would like to
stress that our commercial team in Brazil are
constantly on top of which areas of opportunity are
building potentially for British companies. They
make lots of contacts and they are framing a view
over the period of a year of where there are
opportunities bubbling for British companies and it
is that intelligence that they will present to us as part
of this exercise so that it can be presented to British
industry and decisions can be taken about sectors for
next year.

Q42 Mark Hunter: The second part of my question
is about how well we are doing in those seven strong
sectors already and I would be grateful if you could
address that. Could you also say a little bit about
how you prioritise the seven sectors? Are they all
equal priority or are some more significant than
others? Can you explain that a bit further?
Mr Timmins: In terms of how well we are doing, we
have, as part of the UKTI headquarters
organisation, a sectors group. It is the job of the
sectors group to manage our interests in relation to
these sectors and I do not have at my fingertips the
detail of how well or otherwise we are performing in
each individual sector, but that is something that we
can provide for you if you want to have that. We do
receive reports quarterly from our teams in Brazil
which indicate for each sector what activities they
have undertaken in support of that sector, but more

1 Note by witness: There are other sectors that are currently
considered by UKTI as a High priority in Brazil which are:
Agriculture; Education and Skills; Engineering; Sports and
Leisure Infrastructure; Chemicals; Security and Textiles.
There are also some which are of a lower priority which are:
Automotive; Construction; Creative and Media; Clothing,
Footwear and Accessories; Giftware, Jewellery and
tableware; and Marine.
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crucially what outcomes are being achieved. I do not
mean numbers of seminars and numbers of contacts,
I mean outcomes as opposed to outputs.

Q43 Mark Hunter: I think we will be interested to
receive, as you said, more information on that. The
other part of the question is how you prioritise the
seven already identified areas. Are they all equal?Do
you have equal resources allocated to each of them?
Are some of them extremely significant and perhaps
some of the seven marketed a little less so?
Mr Timmins: I think the answer to this question is
that the sectors in terms of their priorities do not just
relate to howwe see the sectors in terms of the Brazil
market because part of our approach to sectoral
activity is to determine for the UK economy which
of the sectors will add most value to the economy if
we provide UKTI support. There is an issue here
about our sectoral strategy, if you like, in terms of
the UK economy. By and large the more high value-
added the sector, the more knowledge-based the
sector, the more likely we are to take a view that the
benefits to the economy are likely to be greater and
that is something that may determine how much or
how little resource is provided for that sector in
terms of its focus on Brazil.
Mr Hockney: If I could add to that. Out of those
seven sectors there is one that specifically stands out
and that is oil and gas and if you are asking me to
rank, that would be our number one top priority.
The others, maybe environmental technologies and
healthcare, would be in the second tier, if you like,
with the others following under a third tier. That is
a rule of thumb in terms of resource.
MarkHunter:That is helpful. I would like to explore
it further but given the time—

Q44 Mr Clapham: Mr Timmins, when we get the
note on the sectors, could you let us know whether
we have got any water companies involved in
working in Brazil and, if so, which companies and
what they are doing?
Mr Timmins: Fine, I will do that.
Chairman: Thank you.

Q45 Roger Berry:May I ask about aerospace. Brazil
is the fourth largest aerospace manufacturer in the
world and it looks like before November 2005 it was
a priority sector and then it was demoted. I need to
know why it was a priority sector before November
2005 and why it was then demoted? If British
companies come along and say “We are interested”,
it looks like they said they were interested, there was
a seminar in London and then it all went a bit pear-
shaped. Is this what happened?

Q46 Rob Marris: It failed to take oV!
Mr Timmins: As a general rule, as I was explaining,
the extent to which a sector becomes a priority for a
market is very much determined by the view that
industry in the UK takes of that market at any given
point in time and it is that determination which
really guides the way in which UKTI support is
given and the extent of UKTI support. I do not

know the specifics in relation to the aerospace sector.
I was not aware that it had dropped oV the list, has
it?
Mr Hockney: Yes, it has gone to a second tier.
Mr Timmins: If it has gone to a second tier priority,
then it is because a judgment has been made by the
sector in the UK that for the moment Brazil is not in
the top league of priorities but that, of course,
could change.

Q47 Roger Berry:With respect, that is a tautology,
of course that is true. I am trying to get some
understanding about how you move from a
situation where because somebody said, “This is a
priority sector”, UKTI spent a load of money
organising a series of seminars in the UK, 50
companies attended, only four were interested in
going to Brazil, what did they find out in Brazil that
you could not have told them?Was it the localisation
agenda?Was it that it was very diYcult to break into
themarket?What I am trying to get at is how do you
move from a situation where the great and the good
say, “It is a priority sector”. It has clearly put some
eVort into this. UKTI put a lot of eVort and
probably money into it and then pretty quickly, they
are saying, “No, no, it is not a priority after all”. I
am trying to understand what took place, why that
change took place.
Mr Hockney: I think you have hit the nail on the
head. Embraer, the fourth largest aircraft
manufacturer, was looking at its new supply chain
and we thought there must be opportunities for UK
companies here. The teams overseas talked to
Embraer, they said, “Yes, we are looking for a new
supply chain”. We brought over some of the key
people in Embraer to talk to British suppliers,
British suppliers seemed quite keen, we had a good
turnout and we then decided to follow that up with
a visit to Brazil to take it that stage further, hopefully
getting British companies to make partnerships with
companies in Brazil because the only way to get into
Embraer is to have a local partner. It was that jump
from the huge 50 company turnout in London to
only four companies that were interested in going
out to Brazil. The things that were told to us by those
companies were that it was the significant costs of
selling into Brazil, it was the cost of setting up a
partnership in Brazil, that they had easier fish to fry
and that is what they chose.

Q48 Roger Berry: Could I ask one quick final
question. What you have described seems to be
perfectly reasonable and understandable, but I am
not sure it fits with your earlier comments that the
priority sectors are determined not by you going to
a British industry and saying, “Hey, guys, have you
thought about Brazil?” but the UK aerospace
industry coming you to saying, “Hey, guys, we are
thinking about Brazil, what do we do?” I thought it
was the business that identified the priority sectors.
What you have just described is a diVerent process.
Mr Timmins: It is a mix because clearly industry has
its own intelligence on individual markets but so too
do our commercial teams. Our commercial teams
have their ears to the ground constantly, they are
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aware of where there are opportunities. On some
occasions those opportunities are not known to
British industry but there is a dialogue; on other
occasions the opportunities may well be known to
British industry, and there is still a dialogue and out
of that dialogue will flow a decision: either the sector
does see themarket as a priority or it does not see the
market as a priority.
Chairman: I think my colleagues want to come in on
this area. Peter Bone first.

Q49 Mr Bone: Chairman, on this particular point,
the logic seems to be that you are saying that the
companies in a particular sector choose the priority
market. Now it seems to me the priority markets are
probably the ones which are established, so they can
well spend their own money in developing and, by
the nature of things, it will be the traditional market.
Is it really the role of government to support that
sort of thing or is it the role of government to
encourage British companies into new markets
which they are not in already?
Mr Timmins: Yes, indeed, I think it is the latter. It
can be a mix of both depending on the
circumstances.

Q50 Mr Bone: I am sorry to interrupt you, but
originally you said that was not the case, it was that
you were only following the market-led countries
from the sectors, youwere not doing your own thing.
Mr Timmins:What I said was we did not engage in
market promotion and in eVect what Imeant by that
was of a generalised kind. We have shifted away
from simply promoting markets to British industry
per se to a rather more selective, discriminating
approach which is about trade development and a
sectoral focus, so I do not feel that there is a tension
between the two points that you have raised. I think
we are very keen to work with British industry, with
diVerent sectors, where there are opportunities for
all of them and in some cases those may be in
established markets. Let us not forget that the
established markets, the developed markets, are of
major interest to British companies, not just the
emergingmarkets. This is the other side of theUKTI
strategy. The emerging markets are one side of the
strategy, but the established markets are the other
side of the strategy which are major targets for us in
terms of inward investment, research and
development, and a whole range of other areas, so I
do not think there is a tension there.

Q51RobMarris:MrHockney, youmentionedwhen
you were talking about aerospace local partners and
so on. That is the first time I recall hearing this
morning about the need for local partners, et cetera,
and it is something we encountered, for example,
when we looked at trade investment with India. I
was not aware that there might be a similar situation
in Brazil. Could you sketch in a little more about
that? Is it a legal requirement, is it just the way it is
always done or is it because UK companies are
timid?

Mr Hockney: It is not a requirement, but, as we have
talked before about bureaucracy and the red tape
there, if you have got a local partner it is a lot easier
to get through the mass of regulation. I think it is
imperative for British companies that want to really
establish themselves in the market to have some
local knowledge.

Q52 Rob Marris: Does ICI have a local partner in
Brazil, for example?
Mr Hockney: I would think when they started oV

they did.
Mr Binley: I am a little concerned about your
comments about the schizophrenia within your
organisation between emerging markets and
established markets.
Chairman: This is a really important question and I
think, perhaps, do not get me wrong, Brian, we need
to return to this rather when we deal with the
strategy. It goes to the heart of it, it is really
important if you do not mind. If we have time at the
end we might come back to it.

Q53 Judy Mallaber: Just on the last one, I would be
interested to know which were the four aerospace
companies that were interested, if it is possible to
send that on to us. Moving on, I looked at annex I
on science and technology initiatives, which I found
fascinating, and I am rather embarrassed to say that
I did not have a clue that Brazil had this range of
achievements and potential in all these areas: stem
cell research, video games through to some of the
environmental technologies, and it would not have
occurred to me, which seems to indicate that it is not
widely reported in the UK. Which countries are
involved in seeking to exploit Brazilian expertise,
which is clearly there from the report you have given
us? Which other countries are involved in pursuing
that?
Mr Timmins: I think that is a question I cannot
answer. Which other countries?

Q54 JudyMallaber: Yes. You do not know whether
other countries are pursuing that?
Mr Timmins: No, but it may well be a question
which our people in Brazil will be more readily able
to answer.

Q55 Judy Mallaber: If you are able to find out
anything about that, that would be helpful. Are
British companies aware of that potential? If it is
something that is not even on our radar screens, is it
on the radar screens of British companies that there
is that potential there?
Mr Hockney: Certainly, as we have outlined here,
there are several examples. For example, on the
blood fractionation project which is where a British
company is again workingwith a Brazilian company
to try to establish a manufacturing facility where
they can carry this out in Brazil. It is splitting, as I
understand it, the plasma from the rest of the blood.
At the moment the blood is shipped out of Brazil
either to the United States or the UK, the process is
carried out there and then the plasma is returned to
Brazil. What the Brazilians want to do is establish it
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in their market. Yes, in short, companies do know.
Again, in the oil and gas field there is a number of
examples of where companies have worked with
Brazilians, and I would hope that companies should
be aware of this.

Q56 Judy Mallaber: It is quite a wide range of areas
of scientific expertise that are touched on within
your paperwhich you have given us. Do you take the
opportunity to tell companies that there might be
opportunities there or is it, again, up to them if they
happen to have made the link?
Mr Timmins: I think what I would say here is that
obviously there are individual British companies
working in these areas but if you ask me, “Is British
industry across the piece aware of Brazil’s
strengths?” I think the answer would have to be,
“Probably not as much as it should be”. That is a
factor too of what I think is a problem we have with
Brazil, that its strengths as a major trading power
and a major economy, the world’s 11th largest, are
not fully understood by British industry. I think it is
a point that goes wider than Brazil’s strengths in this
particular area.

Q57 Judy Mallaber: Obviously a number of those
areas of research and scientific advance will have
been developed within universities and educational
institutes. Do you know what links there are, if any,
between UK and Brazilian universities and
educational establishments?
Mr Timmins: We do not, but that may well be a
question the Foreign OYce could answer because
this area is very much within their field of work.

Q58 Judy Mallaber: Is that not something UKTI
thinks you need to be aware of?
Mr Timmins: Indeed, it is very much. It is very
important to UKTI working jointly with the
Foreign OYce and, in fact, developing the science
and innovation network that we havewhich includes
people in our overseas posts, including in Brazil.

Q59 Judy Mallaber: You do not know if there are
any specific links between UK and Brazilian
educational institutions?
Mr Timmins: I would need to find that out for you.

Q60 Judy Mallaber: If you could that would be
helpful. Following on from that, again, if you could
find out whether there is scope for promoting the
UK as a place of study for Brazilians and
Argentinians. We were very struck when we were in
India by the potential for expansion there.
Obviously that ties into our historical, cultural and
language ties but would you regard there as being a
potential in the UK for promoting Brazilian and
Argentinian studies?
Mr Timmins: I am sure that is the case but I do not
have chapter and verse on it.
Judy Mallaber: I think if it were possible to give us
any information on any of those areas, it would be
quite helpful because I am sure we will want to
pursue that.

Q61 Chairman: I am just slightly concerned that we
have stumped you on this area because it is a matter
of considerable importance, I am slightly concerned.
Mr Timmins: It is partly because the lead
responsibility has tended to be in the recent past with
the Foreign OYce.

Q62 Chairman: And through the British Council?
Mr Timmins:Yes, indeed. However, we are building
our involvement in this area and, indeed, we have
developed it since the state visit and it is part and
parcel of UKTI’s strategy to develop other links in
this area, so that is an area that is very important
to us.
Judy Mallaber: I think that is about it unless you
have any more information you can send to us.
Chairman: Perhaps we will ask the British Council to
submit evidence in this area.

Q63 Mr Clapham:Mr Hockney, a little earlier you
said thatUK companies which have explored setting
up partnerships in Brazil have found it quite costly.
Is there any kind of support or inducements oVered
by either the central Government or regional
government to UK companies or other companies
coming to bring business into Brazil?
Mr Hockney: In short, no. We would oVer maybe
small amounts of assistance to go to explore the
market in terms of the contribution to their travel.
Chairman: It is about the Brazil authorities.

Q64 Mr Clapham: It is about the Brazilian
authorities. Is there any support from the Brazilian
authorities, any inducements that they oVer to bring
businesses into Brazil or encourage businesses to
come to Brazil?
Mr Timmins: I am not aware of any specific
inducements that they make.

Q65 Mr Clapham: Looking then at what you said a
little earlier, is it possible and is it something that you
are working on to bring the businesses from the UK
that are already in Brazil to a point where they oVer
advice to new entrants into the Brazilian market?
Mr Timmins: That piggy-backing approach is
something that we tried several years ago. It is not a
new idea.We have not tested it recently for Brazil or,
indeed, I think for any other market but it may well
be as we develop our approach on Brazil that is
something we would want to look at. It is not new.

Q66 Mr Clapham: From what you say there is the
potential there. We looked at it earlier, here we are
in a situation where competitors are doing better
than we are so we ought to be looking at these types
of initiatives.
Mr Timmins: I think we have to look at all avenues
open to us to raise our profile in terms of our
performance in trading with Brazil.

Q67 Mr Clapham: Can I ask a question on the
Brazilian business coming to the UK. There are well
established Brazilian companies, are any of them
investing in the UK? Are we doing anything to
encourage them to invest in the UK?
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Mr Timmins:We have just agreed a new resource in
our posts in Brazil, an inward investment team
which will have that specific remit to encourage
Brazilian companies to look at the UK as a location
for investment. That is new resource, it is not yet on-
stream, but we hope that will be operating—
Mr Hockney: Next financial year.
Mr Timmins: Yes, the next financial year.

Q68 Mr Clapham:Would it be possible to get some
information on that because I think it is an
important area that we ought to be looking at
developing because that is one way of also attracting
trade into Brazil as well.
Mr Timmins: Indeed, it is part of our new approach
to Brazil as an emerging market.
Chairman: I am very happy forMr Blackmore to say
something before you leave, we have got 20 minutes.
We have heard a lot from Mr Timmins, it would be
great to give you a speaking role rather than a spear-
carrying role.

Q69 Mr Weir: There is a long history between the
United Kingdom and Argentina and in many ways
it may be more familiar territory than Brazil for
many UK companies. Can you tell us to what extent
familiarity with one country helps us with
understanding the other, or does it at all?
Mr Timmins: I am sure that is the case in terms of
Latin America generally. Equally, in relation to
Latin America, British industry over many years has
tended to have something of a blind spot on Latin
America and there are all sorts of reasons for that. A
company trading in Venezuela, for example, may
well benefit in terms of how they approach another
Latin American market, but, of course, Brazil is not
a Spanish speaking market. Brazil is an exception
really. Brazil stands alone in Latin America on the
strength of its economy, the size of its economy, it is
Portuguese speaking and it is theworld’s 11th largest
economy. There is no other economy in Latin
America that can come anywhere near it. I think
companies’ experiences in other markets are
probably not going to give them as much knowledge
and understanding of how to do business in Brazil as
they might wish.

Q70MrWeir: If a British company has got contacts
in Argentina, would that give it an “in” to another
Latin American Spanish-speaking country but
would have to have a totally diVerent view to going
in to do business in Brazil?
Mr Timmins: Each of the countries is diVerent in the
way it does business but there are certain
commonalities. I think it would be fair to say that
doing business in one market, one Spanish-speaking
market, would help a company doing business in
another. There are British companies who do
business across South America, Central America,
who almost specialise in that region of the world and
know it inside out.

Q71 Mr Weir: You mentioned in relation to Brazil
the fact that it was Portuguese-speaking rather than
Spanish-speaking and the size of the economy. Are

these the main diVerences or is there anything
specific about doing business in Brazil that sets it
apart from other Latin American countries where
UK companies may already be operating?
Mr Timmins: My own view is that it is size, it is
geographical size and the size of its economy. It is so
diVerent from othermarkets that it poses a challenge
to British companies. I often feel that if Brazil were
taken out of Latin America and put down in some
other part of the globe, British companiesmight well
be better able to tackle the market and tackle the
challenges of it. It seems to me that is the part of
Latin America which British industry has had a
blind spot on for many years. That is not how it used
to be, of course, because many British companies
were pre-eminent in Latin America.

Q72 Mr Weir: You seem to be arguing the opposite
of what you were arguing earlier on, that Brazil is
somehow diVerent from Latin America but British
companies see it as just another part of Latin
America. Is it the case thatUK companies do not see
the diVerences betweenBrazil, Argentina, Venezuela
or whatever?
Mr Timmins: In many ways that is a question for
British industry, I do not think I can—

Q73 Mr Weir: Surely you must have contact with
UK companies operating in Latin America and
know how they look at diVerent markets, but if you
are going to advise them on investing in Latin
America then you must have some idea of how they
view the market otherwise how do you advise them
on things?
Mr Timmins: As I say, there are British companies
who are involving themselves in several markets and
manage to do business successfully in several
markets across Latin America. I suppose for those
companies, Brazil is no diVerent from any other to
the extent that they are working in Brazil and other
Latin American countries.
Mr Hockney: I think when I talk to companies,
particularly companies that have not got a
knowledge of Brazil, they do not understand the size
and they do not understand the opportunities. I am
inclined to think that they think of it as a country in
Latin America. I do not think there is a lot of
knowledge out there of the opportunities around
Brazil.

Q74 Mr Weir: You talk about the size of Brazil,
where are the business opportunities concentrated in
Brazil? Is it evenly spread, it is such a huge country?
Are we really talking about small areas around a
major hub and conurbations?
Mr Hockney: All the way down the coastline really.
Just to get from one end of the coast to the other is
a four and a half hour plane flight. You have Recife
in the north, you have PortoAlegre in the south, Sao
Paulo, Rio, all huge industrial areas in themselves.
That is without going into the centre of Brazil, not
going to places like Manaus and the big mining
areas. Whilst they are concentrating a lot of the
industry, there are also pockets further into the
country.



3644861001 Page Type [O] 23-06-07 08:24:16 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 11

7 November 2006 UKTI

Chairman:We have got some quite chunky issues to
discuss and there are only 13minutes left so if we can
be reasonably to the point with our questions and
answers, I would be grateful. We have got to hear
from Mr Blackmore yet as well.

Q75 Rob Marris: In terms of what Mr Timmins was
saying about resource stands alone and it is the size
of its economy which makes it so diVerent from
other markets and it is a matter for companies—you
were the director of Europe and theAmericas sowhy
do we have, with Mr Blackmore, a Mexico and
Brazil team when Mexico and Brazil are so distinct?
Why areMexico and Brazil in one team, they are not
both in South America? Mr Timmins also said that
you might not need a JETCO for Mexico. I am not
in a position to judge that, but it suggests that he sees
it in a very diVerent way from the way you see it and
from where you are sitting.
Mr Blackmore: The Mexico and Brazil team were
part of Mr Timmins’ directorate up until about two
months ago. We had a shift in the organisation
internally and had a directorate that was more
focused on emerging markets rather than the
geographical focus of Europe and the Americas. We
moved to an emerging market directorate which
tookMexico and Brazil, as the twomajor markets in
Latin America, away from Mr Timmins and into a
diVerent directorate.

Q76 Rob Marris: You say UKTI only see Mexico
and Brazil as emerging markets?
Mr Blackmore: It forms part of the larger emerging
markets directorate which does cover others such as
UAE and South Africa.

Q77 Rob Marris: The only two emerging markets
within the countries of Latin America are those?
Mr Blackmore: Yes.

Q78 Rob Marris: Argentina is not an emerging
market? Is that an emerged market or a yet to be
emerged market?
Mr Timmins: We have developed a group of
emerging markets. We have defined how we see an
emerging market. Brazil andMexico are part of that
group at the moment.

Q79 Rob Marris: Where is Argentina? (Do not tell
me it is south of Brazil because I know that!) Is it
more developed than emerging or is it less developed
than emerging?
Mr Timmins: I do not think I want to get into
categorising Argentina in those terms.

Q80 Chairman: Let us take it away from Argentina.
What definition did you use to decide that Mexico
and Brazil were the two emerging markets in Latin
America?
Mr Timmins: It was not a question of deciding that
those were the two in Latin America, it was a
question of looking at markets worldwide and
determining which ought to fall into the emerging
markets’ category and so we were looking at a whole
range of criteria and we were looking at the

demographics, at education and at growth in the
economy. A whole range of criteria was developed
and then we looked at how each of the markets,
which in our terms were developing markets if I can
put it that way, was performing against the criteria
and out of that assessment we have developed a
group of emerging markets of which Mexico and
Brazil are two, but there are 15 in total.

Q81 Rob Marris:When you say “demographics”, is
the age of the population diVerent in Argentina than
it is in Brazil, for example?
Mr Timmins: I am sorry, I have not got at my
fingertips the details in relation to Argentina but we
did look at a whole range of markets and, of course,
there are resource issues as well to take into account
in determining which markets we categorised as
“emerging”. Resources are finite and have to be
applied in the appropriate ways.
Chairman: Perhaps we could ask you to give us a
note of how you reached the decision to choose
Mexico and Brazil—I appreciate the broader
international context—and specifically, for
example, why Chile was not on this because I
thought Chile was going great guns too.
Judy Mallaber: Also what makes something an
“emerging” market?
Chairman: Let us stick to the principles, the
definitions, the analysis, that were used to reach that
conclusion. Sorry, Mr Marris.

Q82 Rob Marris: In terms of what UK companies
can do, is it realistic to use Brazil and/or Argentina
as a base for Latin America, or is it too big and too
diverse? Coupled with that, do those countries’
membership of Mercosur assist to try and get a UK
company to use that as a beachhead into Latin
America?
Mr Timmins:My own view is that Brazil stands on
its own.

Q83 RobMarris:What about Argentina as a kind of
beachhead then for a UK company wishing to get
involved in Latin America or is that an
inappropriate approach?
Mr Timmins: I have never viewed Argentina in that
way. It may well be because in recent times
Argentina has gone through a very diYcult phase
economically and is now of course pulling out of
that, but I have not seen Argentina as providing that
sort of focus for British companies wishing to get
into Latin America.

Q84 Rob Marris: Does any country, or does it not
work that way with 13 diVerent markets in South
America?
Mr Timmins: It really does not work that way. There
is no single country that presents itself in that way.
All I would say is that in some respects for
companies that are thinking about Latin America
Miami is a more logical place to start because of the
links and because of Miami’s role as an entrepôt
with Latin America.
Rob Marris: Perhaps we should be visiting there!
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Q85 Mr Weir: China and India attach great
importance to engagement at governmental level
and through formal representative organisations,
like confederations of industry and chambers of
commerce, in developing trade. Is the same true in
Latin America?
Mr Timmins: I think it varies from country to
country. It is certainly applicable in Brazil, it is less
applicable perhaps inMexico, but I do not think one
can generalise.

Q86 Mr Berry: Could I ask what presence in Brazil
and Argentina the English RDAs and devolved
administrations have?
Mr Timmins: I am not aware that the RDAs have
any physical presence in either country.
Mr Berry: I am delighted with that reply and that is
me done, Chairman!
Rob Marris: What about the devolved
administrations?

Q87 Mr Berry: The Welsh Assembly and Scottish
Parliament, do they have oYces in Rio, Buenos
Aires or Miami?
Mr Timmins: I am not aware that they do.

Q88Chairman:This is likely to come as a relief to the
Committee. We will test it on our visit. That was an
easy question, so it falls tome to ask the last question
which is about international trade andDoha. We do
not know what is going to happen in the Round at
present, there is a lot of concern. To what extent
would inter-regional EU-Mercosur deals or bilateral
deals, country to country deals, be able to deal with
some trade issues if the Doha Round collapses?
Mr Timmins: I think in many respects that is a
question for my colleagues in DTI’s Europe and
WorldTrade directorate. I do not knowwhether you
are seeing them.

Chairman: We saw great enthusiasm in India for
bilateral deals particularly; you saw that very
clearly. Are you aware of a similar enthusiasm in
Latin America and Brazil and Argentina
specifically?

Q89 Rob Marris: Is Europe and world trade not
more or less your new job, director of developed
markets?
Mr Timmins: No, my colleagues in Europe and
World Trade are responsible for issues around EU
policy.

Q90 Chairman: Is there an enthusiasm for that
alternative approach or the multilateral WTO
approach?
Mr Hockney:When Alistair Darling was out there,
they were very keen on the multilateral approach.
Brazil has been our real friend in Latin America.
They want a reduction in the agricultural subsidies
both in the States and the EU so that their products
can be sold out there; we want a reduction on the
industrial tariVs. The Brazilians have tried to be the
spokesperson for the whole of Latin America on this
in the Doha negotiations. I think President Lula has
really tried to take things forward on this, but at the
moment I do not see any real wish to go down a
bilateral route. If we totally fail on Doha, then who
knows, especially with the new administration, Lula
might change his view.

Q91 Rob Marris: I want to clarify that last answer
from Mr Hockney. When you say “bilateral”, do
you mean UK-Brazil or Mercosur-EU?
Mr Hockney: I was talking about Brazil and theUK.
Chairman: In that case, unless there is anything else
you wish to say, that is the conclusion of this session
of the Committee, I am very grateful to you. I am
glad we gotMr Blackmore in with something on the
record. Thank you very much.
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Q92 Chairman: Gentlemen, thank you very much
for coming to this evidence session on our slightly
redefined inquiry: it began originally specifically
with Brazil but then broadened to include the other
Mercosur countries. We are very grateful to you for
coming and for your written evidence—both the
original evidence and the supplementary evidence.
Can I, as always, begin by asking you to introduce
yourselves for the record?
Mr Campkin: Thank you, Chairman. My name is
Gary Campkin and I head up the International
Group of the CBI.
Mr White: Richard White. I am a Senior Policy
Adviser and my responsibility includes that for
Latin America.
Mr Miller: I am Nick Miller, also a Senior Policy
Adviser, responsible for Trade and Investment.

Q93 Chairman: Can I begin by asking you a general
question: What do you think the economic
opportunities are for Britain in the Mercosur
countries? What potential do they have as
economies?
Mr Campkin: For the Mercosur region I think one
needs to divide out Brazil and the other countries.
Brazil certainly is one of the leading emerging
economies. We believe that there has been quite a
substantial transformation over recent years with
economic stability much more to the fore, economic
management much more stringent and we believe
that the fundamentals there in Brazilmean that there
is a lot of potential for British companies to do
business. Obviously, some of the other countries in
the Mercosur grouping are either smaller or have
run into political and economic management
problems which necessarily will reduce the potential
capacity for British companies to benefit from
opportunities.

Q94 Chairman: The Brazilian growth rate is almost
European, really, compared with India or China,
say.
Mr Campkin: That is right, between 3.5 and 4% for
last year, and predictions by President Lula for,
perhaps, 5% in the coming year. Nonetheless, if you
put that in the context of where Brazil has come from
that is a turnaround, and it is consistent and it is
consolidated. We have no reason to believe that it

will be reduced.We believe that those fundamentals,
therefore, will produce growing and increasing
opportunities in the coming years.

Q95 Mr Hoyle: Just going on from that, obviously
we are talking about BRIC economies. Does it make
sense to have Brazil and Russia in with India and
China, due to the diVerence in rapid growth?Do you
think we should separate the two? Maybe, have
B&R and I&C?
Mr Campkin: The BRIC economies themselves, of
course, a phrase coined by Goldman Sachs in a
report in 2001. I do not think there is any particular
definition that would say: “These countries should
now be in, these countries should now be out”.What
is important to focus in on is that there is a group of
leading, emerging economies which includes those
four, which within global economic and regional
economic growth terms have a great influence, not
just in terms of creating the sort of opportunities that
we look for in British business, but also above and
beyond that have increasing political clout as well. I
think it is right, therefore, that there is this grouping
of leading emerging economies; if you want to call
them BRICs let us call them BRICs, but I think that
is the reality.

Q96 Mr Hoyle: So they are better oV being kept
together.
Mr Campkin: I think so.

Q97 Mr Hoyle: Going back to Brazil and South
America as a whole, do you really think we take
trade seriously enough?
Mr Campkin: In what sense?

Q98 Mr Hoyle:Do you think we are doing enough?
All the focus seems to be on China, and then we talk
about India. Yes, somebody is going to touch on
JETCO, but looking at SouthAmerica as awhole do
you really think, as a country, we take South
America seriously enough?
Mr Campkin: If I can answer that in two ways: the
first is to look a little bit at the historical legacy.
Through the 1970s and 1980s, when most of the
economies in Latin America were going through
some very significant troubles, British companies
had their fingers burnt. There were a lot of
companies that withdrew (some stayed but a lot
withdrew), and there was, in one sense, a perception
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legacy. The conditions are now diVerent, as I say
particularly for Brazil, and we are trying as much as
we can within the CBI, and I know the Government
is too, to recognise those changed conditions and to
ensure that there is more awareness of the
opportunities within the key economies of the
region, Brazil being absolutely at the top of that tree.
The second point I would like to make in relation to
the question is that we are now seeing a group of
managers coming through into the top and upper
echelons of British business who have had
experience of working in the region. Again, if you
look back 10 or 15 years that was not the case. So
you are now seeing people who understand the
region, understand the dynamics and, therefore, in
the sort of inquiries and conversations we have with
our member companies, we believe there is an
increasing degree of seriousness and reality about
the conditions in Brazil.

Q99 Mr Hoyle: Do you think we are a bit of a tail-
end-Charlie, where our competitors are already
there and taking advantages, and that we have
missed out compared to our competitors?
Mr Campkin: In some sectors that may well be the
case. However, if you then look at business
opportunities it is always a question of balancing oV

one against the other; you have finite resources
within a company and you have to decide where
your best opportunities are. Certainly it is the case,
we believe, that Brazil does present significant
opportunities for British business, and these need to
be realised.

Q100 Mr Hoyle: Which sectors and which types of
company do you think are missing out in South
America?
Mr Campkin: If you look at our traditional strengths
in consumer goods, in engineering, consultancy—all
sorts of services—we have done well but we have not
done well enough. That is the key thing: you can
look at some really good success stories, companies
like Rolls-Royce and Cadbury Schweppes, you can
look in areas like financial services and, indeed, the
broader services arena, where British companies
have had some success but not asmuch as one would
expect. We think that is probably partly because of
the perception gap and partly because companies
have not been able to properly assess the sorts of
opportunities that might be available.

Q101 Mr Hoyle: Obviously, Rolls-Royce is a huge
success story, been there for a long time and has
always mademoney. Pilkington is another company
that has been there a long time and made a lot of
money. Cadbury Schweppes is new to the market;
they have only just bought in, have they not, and are
trying to get a foothold. I am not sure how you
would judge that.
Mr Campkin: If you are talking about Brazil, that is
true. They took over Adams, which gave them a
major footprint, although they had been looking, of
course, and exporting to the market for some time.

This was the natural progression of their corporate
strategy. We believe that is a good British success
story.

Q102 Mr Hoyle: You mentioned earlier where
companies have begun. Do you think there are any
trading partners that we ought to be looking at in
South America and that we ought to be saying:
“That’s the area we ought to be”? We have seen the
Brazilians looking at our steel area, and they are
coming to the UK. Where do you think we ought to
be fighting back? Volkswagen are big on
manufacturing, we have mentioned Pilkington, but
we have sold those. Are you worried, like I am, that
Pilkington, which was a UK company, is now
Japanese?
Mr Campkin: That is a very broad question about
ownership and control—

Q103 Mr Hoyle: I would just like a quick touch on
what your feelings are. I have worries.
Mr Campkin: The CBI’s view is that the British
economy has gained from inward investment and it
has gained from having an open trading and
investment environment globally. If you look at
British interests, it is true that we have been able to
become the world’s second-largest provider of
foreign direct investment and, also, home to the
second-largest amount of FDI in the world. So this
gives us an enormous advantage competitively, we
think. The issue of ownership and control is a
diYcult and complex one, but at the end of the day
if there is advantage coming back to the UK it
should not really matter who owns the company.

Q104 Mr Hoyle: So you have no worries about steel
in the UK?
Mr Campkin: No particular worries.

Q105Chairman:Following on some of the questions
that Lindsaywas asking, in your original submission
you were certainly quite bullish about this, but I was
interested to read your list of the diYculties: the
Brazilian tax system is complex and burdensome;
Brazilian employment law is complex and acts as a
brake on investment and trade; the burdens of
regulatory compliance and licensing procedures
provide a major source of concern for business;
average tariVs are higher than for Russia and China,
and a list of specific problems in the service sector;
investment barriers (foreign investment is restricted
in internal transport, public utilities and the media);
intellectual property rights; piracy; price controls are
a problem for the pharmaceutical industry; national
content—Brazil seeks local production in a number
of sectors. It is quite a list of government-imposed,
largely, obstacles to doing business in Brazil. What
kind of UK companies can find their way through
these, to me, quite significant barriers?
Mr Campkin: I hope, Chairman, that we have tried
in our submission to be as comprehensive as we
could be in identifying issues whichwill be of interest
to the Committee.
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Q106 Chairman: So comprehensive you frighten me!
Mr Campkin: I do not think you need to be
frightened, Chairman, and I do not think,
importantly for our member companies, they need
to be frightened either. The key thing is to recognise
where diYculties do arise and to ensure that you
have strategies in place that deal with and reflect
those diYculties. What is quite important—and I do
not want to preclude any questions you might have
about the JETCO—is to recognise that the list we
have here is broadly similar to the sorts of concerns
that Brazilian business itself has about the changes
and reforms that it wants to see in Brazil. Certainly
on the taxation issue, for example, there are
something approaching 62, maybe 65, taxes that a
company needs to look to pay. These have, in the
past, been subject to rapid changes, sometimes
without advance notification. These are obvious
diYculties. They need to be rectified but, also, if you
are going into an environment like that I think you
plan accordingly and, just as importantly, these are
problems that Brazilian business recognise and are
lobbying their government to change. Together we
can begin to make some good and significant
progress towards addressing these issues.

Q107 Chairman: Those very real barriers you have
described; how much of a barrier do you think they
are, in practice, to British companies getting
engaged in Brazil? Does it suggest particular sizes of
companies or levels of sophistication that need to be
involved in the Brazilian market?
Mr Campkin:My sense is that Brazil is not going to
be a destination that new-to-export companies
would be looking at, or necessarily an “S” of the
“SME”; it is more of a country destination for an
experienced exporter who knows the way the world
works and which canmanage risk. I would make the
same sorts of observations about others of the BRIC
countries as well; the problems we list here are not
unique to Brazil.

Q108 Chairman: There seems to be quite a real
perception that Britain is not doing enough in Latin
America, and Brazil in particular. Do you think
those are the factors which explain it? You talk
about perceptions of Brazil in your brief as well. Is
it a problem of reality or of perception, or of both?
Mr Campkin: Perceptions and reality are often
interchangeable. One tends tomake a decision based
on one’s perception of the reality. What we are
seeing—certainly what we are seeing in CBI terms—
over the past two to three years is an increase in
inquiries on Brazil, an increase in interest in Brazil
and more of a willingness to look at the
opportunities that the market oVers. That is why we
take quite an upbeat tone in our submission to you.

Q109 Chairman: Without wishing to appear to be
pursuing it obsessively, is there anything else you
think could explain the relative lack of British
engagement in Brazil and the rest of the Mercosur
countries? One factor might be that Brazil is not
classified as an investment grade country, for
example.

Mr Campkin: Again, these are the sorts of issues
which, if one is looking at a corporate risk analysis
and corporate thinking, are an important factor. For
example, we also mention in our memorandum that
the IPPA has not been ratified by the Brazilian
Government. How important is this to a business?
Well, it is important in terms of providing confidence
and stability and a sort of comfort that if they invest
certain things will happen if things go wrong. These
are all building blocks which help to create a better
andmore positive perception. The other point which
often comes up, and I think you have explored this
in your other hearings, so I may not want to labour
it, is the language problem.Wehave talked toBritish
companies about this andwhile English is, of course,
the lingua franca (if I can mix all sorts of metaphors)
of business internationally, there is still, within parts
of Brazilian business and certainly Brazilian politics,
the desire to work in Portuguese, and Portuguese is
not one of the strongest language suits of British
business.
Chairman: True. Or of me personally. Let us move
on to look at the JETCO procedures in particular.

Q110 Mr Hunter: Brazil is the third country now
withwhich theUKhas established a Joint Economic
and Trade Committee. The CBI took part in the first
JETCO meeting back in September of last year.
Could you give us some feedback about your
impressions of that first meeting? Do you think it
was eVective? Was it useful?
Mr Campkin: I co-chaired the business section of it
and then helped to present the business
recommendations to the plenary which the two
Ministers, Secretary of State Alistair Darling and
Minister Furlan, co-chaired. My abiding impression
from the business part of the exercise was the
coincidence of interest—and again I reflected that in
one of my earlier comments—the fact that the
Brazilian business community and the British
business community broadly shared the same
concerns and the same sorts of issues that they
wanted to see resolved. I was very keen to get an
action-oriented agenda in front of ministers and
oYcials, and we came up with some ideas, most of
which were reflected in the final communiqué, which
I think you have seen. In terms of the ministerial
session itself, I think it was very encouraging that
bothMrDarling andMr Furlan wanted results, and
they themselves said: “We would like a six-month
report from this ministerial as to what progress has
been made. We are not interested in talk shops”.
Indeed, that is the CBI’s view as well; we want the
JETCO sessions to be productive and for oYcials to
go away, work in the interim and actually create the
sorts of results that make a diVerence to doing
business.

Q111 Mr Hunter: So JETCO was an important
initiative in itself, was it?
Mr Campkin:We believe so.

Q112 Mr Hunter: Is there a follow-up meeting
arranged at the moment?
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Mr Campkin: The first six-month session comes up
in the springtime, and then there will be the annual
meeting following that, I would assume, sometime in
the autumn.

Q113 Mr Hunter: So there is a schedule of
subsequent meetings. Given how important it has
been so far, presumably you would share some
concerns thatwe do notwant to lose the impetus that
has now been developed further.
Mr Campkin: I would be extremely disappointed,
and I think my members would be extremely
disappointed, if this process did not deliver results
and, indeed, we would be looking very keenly with
our Brazilian counterparts to ensure that the
momentum is maintained.

Q114MrHunter:Can I talk to you briefly about the
press release that was issued from the JETCO
meeting. It talked about some 15 areas of future
work.Would you like to tell us, in your ownopinion,
which of these you consider to bemost important for
UKbusinesses, which of them do you think aremost
likely to see progress, and are the ones that are likely
to see progress the most important ones anyway?
Mr Campkin: It is important that there was a range
of recommendations that need to be taken forward.
In our view the most important ones probably relate
to the issues related to IPR, which is an incredibly
important issue for British business, and we would
also think that the issue related to the IPPA and the
double taxation agreement are important. On the
latter, quite howmuch progress can bemade quickly
is open to debate. Nonetheless, it is important that it
is there and on the radar screens. The other issues are
also important in their own right and aremore about
co-operation, working together. We believe there is
scope for more joint venturing; we believe there is
more scope for collaboration in research and
development. Indeed, that was one of the themes
that President Lula raised with us when he was over
here on his State visit last year. Again, we think there
is a lot of synergy between what Brazilian business
and research is undertaking and what British
companies are doing. Those are the areas I would
consider to be most important.

Q115 Mr Hunter: One of the things that struck us
when we visited Brazil and Argentina was the
repeated oblique references to lack of transparency,
to price fixing and, indeed, to corruption. Are these
issues that have been addressed in any significant
way yet by JETCO? Indeed, could you perhaps give
me a CBI view on the significance of those kinds of
issues relating to the countries I have just
mentioned?
Mr Campkin: The short answer to your question is
yes. In terms of regulation, some of the language
which we used in the JETCO is reflected in the CBI
submission. We talk in our submission about the
burdens of regulatory compliance and licensing
procedures, clear and consistent application of
regulation, and greater transparency and timeliness
in the formulation of regulation and enforcement.
Those things are important and, we believe, need to

be addressed. One of the ways of doing that is
through exchange of best practice and a push
towards more mutual recognition of standards, and
so on. So, yes, this is an issue that is very much on
our radar screens. It also impinges in areas like
intellectual property where, again, transparency and
consistency are absolutely key and crucial in terms
of protecting IP. Corruption is, of course, an issue
on which the CBI is on record on a number of
occasions: we absolutely deplore bribery, corruption
and extortion—which is often the word that is left
out of the equation—most of the incidents that
companies face are actually from oYcials trying to
extort money from companies. It is a problem in
many countries of the world. As you know, there are
a number of conventions—the OECD Convention
and theUNConvention against Corruption—which
are important moves forward, and the CBI has
supported and been involved with both.

Q116MrHunter:What about the price fixing aspect
I mentioned?
Mr Campkin: I am not aware of any particular
details of price fixing. I do not think it came up in any
great sense in our consultation with members.

Q117 Chairman: It is more Argentina than Brazil, is
it not?
Mr Campkin: It has not come across our radar
screens in terms of Brazil.
Mr Hunter: I have to say I am quite surprised by
your reaction to that specific question. I think,
Chairman, it was specifically in Brazil that I recall. It
was after our discussions with Pilkington, amongst
other places, where this came out. They were
explaining how well they are performing as a British
company largely because there is an agreed price for
their product, and that price is agreed in advance
with the government, who appear to select specific
companies that they are going to give that
competitive edge to. It did seem to us that price
fixing—
Chairman: It was called a “reference” price.

Q118 Mr Hunter: Yes, they use diVerent
terminology but it did seem to us to be a fairly
significant issue. I just wonder, taken with the issues
around production and taken with the issues about
lack of transparency, whether these are not
themselves probably the most significant barriers to
trading relationships between the UK and Brazil
and Argentina.
Mr Campkin: As I say, I am not aware of that
particular dynamic, certainly in the way that you
originally phrased it. There have been examples
which have given us and our members cause for
concern in Argentina, particularly related to so-
called price freezing around utility companies, and
so on, which have created some real problems. In the
Brazilian context I am not aware of that particular
issue.
MrHunter: That is an issue we might pursue outside
of the context of this meeting.
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Q119Mr Bone:You mentioned, in your answer just
before, bribery. What is the diVerence between an
oYcial that says to a company: “This will take
several months but if you pay a commission it will be
fast-tracked”? Is that a bribe or is that a commission,
andwhat would you advise a British company to do?
Mr Campkin: Are you referring to what have been
called “facilitation” or “grease” payments?
Mr Bone: I can never get a feel on how widespread
these things are. There is a sort of grey line.
Chairman: Can I ask, for my clarity, Peter, whether
you are referring to Brazil or more generally making
a philosophical question? Speed money.

Q120 Mr Bone: When we came to India, it turned
out that it was not a real problem. You could leave
it and things would get done. I just wondered, in the
context of Brazil, is it a problem? Is it a hurdle? How
is it dealt with?
Mr Campkin: Again, when the Government was
looking at revising the bribery and corruption law
here in the United Kingdom the CBI made some
comments to, I think, a joint committee which was
looking at the issue. One of the questions there
related to facilitation payments. Our view at the time
was that small sums of money which do not change
behaviour—in other words, were not geared
towards fundamentally changing the behaviour but
were related to, as you say, a faster installation of a
’phone line, for example—are not in the same
category as requests for vast amounts of money
which say: “You will either get this contract or not.”
I am talking in general terms now, not about this
specific inquiry. That remains our position. Indeed,
the OECD Convention against Corruption does
allow for facilitation payments, and the UK
Government, when it transposed the Convention
into UK law, chose, in fact, to include facilitation
payments, and those payments are illegal under UK
law, although there is guidance from the Attorney
General’s OYce that it is unlikely that a British
national would be prosecuted for such a payment.
Referring specifically to the region, again going back
to perceptions, it is one of those perception issues
and a legacy of the past that the region is very heavily
engaged in corrupt practices. In relation to Brazil, it
is an issue but it is not an issue which we believe is a
significant and major one, and the conditions have
significantly improved, there is no doubt about that.
With a lot of emergingmarkets, as you said yourself,
with the inquiry into India and indeed China and the
others, companies regrettably are still faced with
issues that they would prefer not to be faced with.

Q121 Mr Hunter: Before I come to the question of
double tax agreements, can I just finish oV the bit
about JETCO. Is it your view that JETCO,
ultimately, is going to contribute significantly to
stronger economic relationships? Could you
summarise what you think the key factors will be in
order for its eVects to be maximised?
Mr Campkin: I hope I do not get involved in projects
which do not deliver results. Certainly, the fact that
I committed quite a lot of my personal time and,
obviously, on behalf of my members to the JETCO

process means that I want to see it deliver results,
and I expect it to deliver results. We will be pushing
oYcials hard, and our Brazilian counterparts will be
doing exactly the same, to ensure that it can deliver
results. The important thing about JETCO, in the
Brazilian context, is that it creates a mechanism that
was not there before to raise sometimes diYcult
issues, sometimes complex issues and to try to find a
way of resolving them. We would be very interested
to see how far oYcials have got with a six-month
stock take, and at that point we will make a decision
onwhat wewill do for the balance of the year leading
up to the first, if you like, formal ministerial review
in the autumn.

Q122 Mr Hunter: Has there been any progress on
any of the issues that cropped up at the first meeting
in September that you can point to, in the relatively
brief time that has elapsed since then? Anything that
gives us cause for encouragement at the very start of
this initiative?
Mr Campkin: I regret that I, personally, have not
had a conversation about that issue to-date.
Mr White: On recommendation 15—to have a
conference on Brazil in London, a seminar on doing
business in Brazil—UKTI will be looking to hold
that in the latter half of 2007 and have said that they
will be involving the CBI in that. So we look forward
to working with UKTI on that event.

Q123 Mr Hunter: There was discussion about
sector-based issues as well, as I understand JETCO.
Has that been developed? Have there been many
sector-based sub-committees set up, or which have
met, or anything like that?
Mr Campkin: As this Committee will know, that
issue is intimately linked to UKTI’s five-year
strategy. What is encouraging is the way in which
UKTI has moved towards a more balanced
approach towards sectors and markets, and
certainly the conversation that I had just before the
Christmas break did suggest that in terms of this
process itself they would be looking to ensure that
the new UKTI focus fully reflected the JETCO
recommendations, but I am afraid I have no more
information on the detail of that.
Mr Hunter: I would be interested if you could check
out—it is, presumably, yes or no, at the end—
whether or not the sector-based sub-committees
have actually been developed and if there has been
any progress on that since September. What we are
looking for is some evidence, rather than just
aspirations and hopes, that JETCO is making a
diVerence and that those fine sentiments that were
pronounced back in September are being followed
through with some concrete action. Anything that
you could send to us subsequently to back that up
would be appreciated.

Q124 Chairman:As far as I recall, we have heard the
Minister say that, really, probably we are at the limit
of the JETCO process now, with three JETCOs
established, and ministerial time is limited. Have we
got the right three JETCOs? Is there a fourth we
really ought to be thinking about establishing?
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Mr Campkin: You are right, Chairman, to identify
the fact that JETCOs (or JETCs in the Chinese case)
are not going to be applicable to all of the major
markets. I think they are best established where
there is willingness on the side of the partner
government and the partner business community to
identify specific issues and to try tomake a diVerence
and to try to solve them. The three that have been
established to-date are the right ones. To be frank, I
do not have a view at themoment as to whether there
ought to be another one. My hunch is probably not
because we would also want to ensure that the three
that are established do deliver the results for
business.

Q125MrHunter:Can we move on to the double tax
agreements. We were told that the existence of
bilateral double tax agreements with other EU
countries could be distorting the trade and
investment statistics, as UK companies reduce their
own tax by trading with Brazil via subsidiaries in
those European countries. Do you recognise that
picture? Is that statement broadly accurate as far as
you are concerned? Do you think that it is important
for the UK to have a double tax agreement with
Brazil?
Mr Campkin: The issue of double taxation
agreements are important to our members. I should
preface my remarks (apologies) by saying I am not a
tax expert, nor do I necessarily wish to become one.
Certainly my tax colleagues, in consultation with
our members, do believe that double taxation
agreements are absolutely critical bits of the building
block and it is important that we try to ensure that
there is a double taxation agreement with all of our
major trading partners, including Brazil. Will that
make a diVerence? Yes, we believe it will; we believe
it brings some of the certainty back into tax
planning; it provides an envelope for companies to
pursue what they want to do. The first part of your
question related to, in eVect, investing or trading
from other entities within a global group. I cannot
comment on whether the tax situation has made a
particular impact in this case because I honestly do
not know. What I could only observe is that a
multinational group will make decisions based on a
whole range of factors, one of which I am sure will
be tax.

Q126 Mr Hunter: In the interests of time I will
pursue the final part of my questions now. Brazil, we
know, has signed bilateral Investment Promotion
and Protection Agreements (IPPAs) with a number
of countries, including the UK, but, I think I am
right in saying, has not so far ratified any of them.
Do you therefore think it is important for the UK to
have an IPPA with Brazil? What would be the
obstacles to reaching such an agreement?
Mr Campkin: As you rightly say, the IPPA is there,
it has been negotiated. You are right, also, to say it
has not been ratified by the Brazil Congress because
of what I understand are constitutional reasons.
These need to be addressed in Brazil, and we were
very pleased to see that the issue was raised in the
JETCO process and recognised as an issue. We will

be looking to see how the Brazilian authorities, in
terms of their relations with the Brazilian Congress,
try to unblock the ratification of what we believe is
an important building block in terms of business
relations.

Q127 Rob Marris: Turning it round the other way,
in terms of the series of questions we have just had
from the Chairman and from my colleague Mark
Hunter, talking about the barriers—the lack of
double taxation agreement ratification, corruption
and 65 taxes or whatever—apart from JETCO, is
Brazil doing anything to encourage trade and
investment from the UK? If so, what?
Mr Campkin: The issue of encouraging trade from
or investment into Brazil is an issue for the Brazilian
Government first and foremost, so I cannot really
speak for the Brazilian Government.

Q128 Rob Marris:With respect, you could actually
say whether your perception is (and whether that
perception is a reality is a philosophical question we
will not get into) that the Brazilian Government is
doing anything besides JETCO to, in eVect, assist
your members.
Mr Campkin: I think the short answer, in my view,
is yes. If you go back to the first question andmy first
answer, economic stability is absolutely vital for
business. Certainly what the Brazilian Government
has done in terms of economic management, we
believe, is extremely positive and creating the right
conditions for business to flourish. That is, I think,
an absolutely fundamental change, and the
conditions that we have now are fundamentally
diVerent to the conditions that existed in 2000 and
2002. If you are looking at other issues, the fact that
President Lula came here on a State visit last year
was also extremely important; the fact that Alistair
Darling was invited to go to Brazil to meet his
counterpart, Minister Furlan, was important.
Brazil, also, as my colleague Nick Miller knows all
too well, is a key member in the WTO negotiations,
the leader of the G20 and, indeed, if Brazil can
operate on a global scale and help create the
conditions for a successful conclusion to the DDA
(the Doha Development Agenda) for British
business that will be the jewel in the crown. Maybe
that goes some way to answering your question.

Q129 Rob Marris: I want to talk about capital
markets for a minute. We visited CliVord Chance,
which is a UK-based international law firm, who
have an oYce in Sao Paulo. They told us that the
New York Stock Exchange is in Sao Paulo, the
business centre of Brazil, more or less every week, as
it were, and that the London Stock Exchange comes
once a year, or something, if it feels it necessary. Do
you think that the capital markets and organisations
like the London Stock Exchange are doing enough
in places like Brazil to encourage companies in those
countries to raise capital and even list on the London
Stock Exchange?
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Mr Campkin:The StockExchange visited Brazil and
Chile in September of last year as part of its rolling
programme, and I understand that the Lord Mayor
is due to travel out in the second part of this year
to Brazil.

Q130 Rob Marris: That does sound like annual.
Mr Campkin: It does indeed sound like annual. I was
going to go on to say, if I may, that there are a
number of other things which I think are important.
There has, in Brazil, I think, been a tradition of
looking to New York; the north/south axis has been
quite prevalent in terms of raising finance. That
needs to be worked at hard, and we think that the
corner is being turned. I was very encouraged to see,
towards the end of last year, a report that CVRD,
the second-largest mining group in the world, is
considering floating its metals business in London
this year. I think that float could be worth something
in the region of just over £15 million. So, again, if
London can attract those sorts of flotations that is
going to be incredibly important. The other asset
that, of course, LSE has compared to NYSE is the
regulatory environment here, and the importance of,
we believe, a principles-based approach rather than
a rules-based approach allows much more flexibility
and much more ability to raise the sort of finance
under the right sorts of conditions and under the
right sort of regulatory framework than in New
York. I would agree with you it is an issue that we
need to work on in Britain. It is one of our big assets
here; it is one of the reasons why the Chancellor set
up the high level task force on financial services as
part of the UKTI five-year strategy.

Q131 Rob Marris: Do you think that what appears
to be a certain indiVerence on the part of the capital
markets based in the UK to countries like Brazil is
an obstacle to encouraging other investors from the
UK into countries like Brazil? That is, putting it
perhaps somewhat simplistically, if the London
Stock Exchange is not there then other UK
companies will not be there.
Mr Campkin: That is not always an easy question to
answer. It is not quite “night follows day” but I think
it is one of those perception issues that I hinted at
earlier. I repeat the fact that the LSE has Brazil in its
sights; the LSE and International Financial Services
London itself sees Brazil as a major market in terms
of the way that it categorises its opportunities, and
is looking to ensure that it has eVective strategies—
and we would support that.

Q132 MrWright: Turning to business support from
UKTI, is there anything more or diVerent that
UKTI should be doing to encourage more bilateral
trade or investment? Is there anything that the UK
should be exporting to the Mercosur countries that
it is not already, or, indeed, not taking full
advantage of?
Mr Campkin: Can I just ask, as a point of
clarification, whether you are talkingmore generally
about UKTI strategy or specifically related to
Mercosur?

Q133 Mr Wright: Specifically to Mercosur.
Mr Campkin:The issue aboutMercosur is to look at
issues related to, first of all, the major market Brazil,
and then to look at the complications thatmay relate
to some of the other markets. This means that, in
eVect, the advice that UKTI has to oVer is going to
have to be quite individually tailor-made. We have
already said in our evidence that we believe that
there are some areas where we have identified some
potential, and these were the areas that we took with
us into the JETCO. In paragraph 20 of our evidence
we identified aerospace, the financial sector, high-
tech, IT, oil and gas and timber as areas where we
believe that there was some room for further co-
operation with Brazilian business. Environmental
technologies are also important; there is a British
capacity there, particularly with the whole debate
over climate change and energy security, and we
believe there is a lot more we could be doing in
that area.

Q134 Mr Wright: You mentioned that there is a
significant number of industries that we could be
involved in or, indeed, increasing the involvement
there. In terms of UKTI, do you think there are
things that they should be doing diVerently, or do
you think there are areas where they have
weaknesses?
Mr Campkin: Perhaps I can answer that in a more
generic sense, because the generic issues reflected in
a region-by-region basis. We were asked last year by
your sister committee, the Foreign AVairs
Committee, to provide a note on UKTI’s five-year
strategy for a scrutiny inquiry that it was
undertaking, and I would be more than happy,
Chairman, to send that if you would be interested in
seeing that.

Q135 Chairman: Yes, please.
Mr Campkin:That was, if you like, a state-of-the-art
view of CBI and its members on where the UKTI
strategy had got to. We had identified some areas
where we believed UKTI still had to work quite
strongly and some areas where we believed that
changes made sense. On the sorts of areas where the
changes made sense, we believed it right to put more
focus on the mid-cap companies rather than the
SMEs, and we were hearing stories, for example,
that many of our members were unable to access
UKTI services because they did not fit into the
“small” category or the new-to-export market which
was the key to unlocking UKTI help and advice. So
we believe that the changes that Andrew Cahn
announced as part of his strategy were important in
that sense: the balance I have already mentioned
between sector andmarket activity, whichwe believe
focused toomuch on sectors and had not recognised
enough about market advice; the balance between
inward investment support and trade support, we
believe, was in danger of getting seriously out of
kilter and, of course, the ongoing saga of devolved
administrations and RDAs and diYculties within—
Chairman: That is quite a big question we asked of
you. You have given quite a lot in answer, and I
think that has probably given us a flavour of it.
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Q136 Mr Wright: Just continuing in that particular
vein withUKTI, at the present time they do not have
a presence in Paraguay and I understand that they
are going to remove their presence in Uruguay very
shortly. Do you think that is going to harm the trade
with those countries, obviously, bearing inmind that
they are also a significant corridor into the markets
of the larger Mercosur countries as well? Do you see
that as a retrograde step?
Mr Campkin: Again, apologies, Chairman, if this
might seem a long-winded answer, but UKTI has
two parent departments, the DTI and the FCO. We
very strongly support the FCO’s global footprint
and the global outreach of its network of posts. We
believe that is absolutely vital, but we do recognise,
also, with the public purse issues, that there are
issues about resources and where they go. UKTI is
putting £5 million into the priority markets that it
has identified, which will include Brazil, so there will
be more resource going into Brazil. In terms of
removing the resource that youmentioned (Iwas not
aware of that), my view more generally about these
sorts of issues is that if the market can be eVectively
served, either through honey-potting or through
regional hubs, as for example happens in South
Africa, where the post in Johannesburg is actually
the regional hub, then that need not necessarily be
detrimental to business interests. The final point I
would make is that, of course, one does need to look
at priorities and if you look at Mercosur, certainly
the original members of Mercosur, then Brazil is
where the key opportunities are, Argentina has some
issues in and of itself and, to be honest, we do not get
a lot of inquiries on the other two.

Q137 Mr Weir: Just following on from that, during
our visit to South America we got somewhat
conflicting opinions on Mercosur. One company
told us that the trade bloc, and particularly its
agreement with Chile, allowed greater
specialisation; others were much more sceptical
about Mercosur. I note you, in your answer, talked
about Brazil as being themajor market and said that
the opportunity is, basically, in Brazil, but how
important is Mercosur for the other member
countries and, indeed, for Brazil itself?
Mr Miller: I think Mercosur represents perhaps
what we can see as a pattern in other parts of the
world, such as in the Gulf, of a growing
regionalisation, economically. Clearly, the
European Union is the most advanced example of
that by quite some way but what I think we need to
do is take a long-term view and seeMercosur as part
of that process. As part of that, it certainly is very,
very important, and it is important for business
because it reduces the barriers to trade within a
region and to investmentwithin that region, and that
thereby has an escalating eVect in terms of the
investment that goes into that region. So it is
important over the long term. There are issues
currently with the degree of integration ofMercosur,
particularly around the investment climate, services
liberalisation, and so on. These are, unsurprisingly,
issues that remain the case for the European Union,

to a lesser extent. So over the longer term it is
absolutely important, but you have to view it as a
process that is ongoing.

Q138 Mr Weir: From the point of view of UK
business, does the advent of Mercosur open up the
other SouthAmerican economies, other than Brazil,
as a better investment opportunity, or is it still your
view that Brazil is the one to concentrate on? Given
the language diYculties between Brazil and the rest
of South America, does that present any diYculties
for companies wanting to locate in the Mercosur
area?
Mr Miller: Brazil, by its sheer size, is going to
dominate the picture in Mercosur, there is no
question about that, and that will continue. That is
an inherent part of Mercosur. Again, the process of
economic integration of Mercosur in all sorts of
ways, I think, does provide an incentive for
companies to invest. If they used to invest in Brazil
and the barriers between the other Mercosur
countries and Brazil are reduced, clearly there is an
incentive for it to, if you like, spill over in terms of
investment. So, yes, I think the answer is yes to the
question. In terms of the language question, I think
that is possibly an issue, but again it is no more of an
issue than for Brazil.

Q139 Mr Weir: What about the development of a
political Mercosur? We heard, again, conflicting
evidence on how far advanced that is or is likely to
go. Do you see development of that, and do you
think it would aVect how UK business is able to do
business in Mercosur?
Mr Campkin: I will try and respond to that, if I may.
When you are looking at Mercosur (or “Mercosul”
as the Brazilians call it), there are clearly political
tensions, and it would be wrong to deny the fact that
those tensions exist. There have been a number of
disputes between Mercosur members on a range of
issues and there have been problems which have
bothered us in terms of the application of the
common external tariV, which make life more
diYcult for business, but, as Nick said, it is an
emerging trend. They are trying to find their way
through some of these issues, and to that extent we
would encourage them to proceed as fast as possible.
At the end of the day, what we are looking for, from
a business perspective, is stability and certainty. If
Mercosur can begin to, within the region, create
some of that certainty for business then that will
make regional strategies for businesses, which is very
much the trend at the moment—part of the
globalisation issue—very much more easy to think
about and to apply.

Q140 Mr Weir: We were also told that greater
investment was going to, perhaps, Chile, which is
not part ofMercosur, but has a free trade agreement,
presumably, of some sort with it. Do you see
Mercosur expanding to take in the likes of Chile? Is
the accession of Venezuela, which is a very diVerent
kettle of fish to perhaps some of the other countries,
going to make a diVerence to the development of
Mercosur?
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Mr Campkin: Your observations about Venezuela
are right, and certainly the news on the front page of
the FT today would reflect that. One of the issues
that is, from a personal perspective, important to
recognise is that President Lula himself takes his
regional leadership role very strongly indeed, and
my own assessment is that President Lula’s brand of
politics is very diVerent to that of President Chavez.
Certainly if you look at President Lula’s election
campaign it was what I could categorise as a
consistency ticket, and thatwas important. It is quite
obviously a worry for British companies who do
have a large and important investment footprint if
political decisions to expropriate are made on a
whim, and that is something that we would resist
very, very strongly. In terms of Chile itself, Chile has
been a successful economy—a small one but
successful. It has, I think, one of the largest networks
of free trade agreements of any country, and that is
part of its strategy. Whether it would want to
associate itself with Mercosur I cannot judge at this
moment in time. My sense, however, is that it will
probably want to see a little bit more about how the
dynamics of Mercosur evolve before it decides
whether it wants to get into bed with them.

Q141 Chairman: Before we turn to Peter Bone for
the last couple of questions on a slightly diVerent
subject, can I just test your view? Your view is that
Mercosur will, like so much in Latin America, have
a turbulent history but it will endure. That is your
judgment.
Mr Campkin: That is our assessment at the
moment, yes.

Q142 Chairman: And its institutions will develop.
Mr Campkin: Yes.

Q143 Chairman:And they will be based in Uruguay.
Mr Campkin: They are based currently in
Uruguay, yes.

Q144 Chairman: From where we are removing all
UKTI support.
Mr Campkin: One needs to be a little bit careful
about this, Chairman, because the secretariat of
Mercosur in Uruguay is very small and, actually, it
is just an administration secretariat.
Chairman: We have been told informally that they
expect the Parliament to be meeting—I do not know
whether it will or not—by the end of the year. We
have heard that before.

Q145 Rob Marris: In the eastern republic.
Mr Campkin:We will have to wait and see whether
there is truly a Latin American Parliament or a
Mercosur Parliament that meets, and what power
and authority it has. If I could, I would just go back
to our supplementary evidence and some of the
comments we made about things like the common
external tariV and the diYculties between the
members. These obviously need to be resolved and
need to be resolved, probably, not just at practical
level but at political level too.

Chairman: I would love to pursue this but we must
bring in Peter Bone for the last questions.

Q146 Mr Bone: This probably goes back to Mr
Miller’s area. The Doha Round, how shall we say, is
stuck, in trouble, not going anywhere—maybe
because of the EU’s attitude, who knows? I
understand the Commission is talking about
bringing in talks with Mercosur about trade
relations. Having heard what you have just said it is
probably not too encouraging in that field. How are
you going to get these markets liberalised? Is there
any hope through those mechanisms that I have just
talked about?
Mr Campkin: As I indicated earlier, the most
important thing for British business on the
international trade investment agenda is a successful
conclusion of the WTO’s Doha Development
Agenda (DDA). That is the way that we will get
most liberalisation; that is the way we will create
most opportunities, not just for developed countries
but for developing countries as well. I think it is very
important to focus in on that. Only this morning,
before we came here, my Director General had a
meeting with Pascal Lamy, the Director General of
the WTO, who is in town for a day of meetings to
talk about precisely this issue. How dowemove now
in the window of opportunity that is still there—

Q147 Mr Bone: It is a short window, though, is it
not?
Mr Campkin: It is very short but it is important that
politicians and negotiators take and seize that
opportunity to conclude the DDA. Brazil, as I have
indicated earlier, has had a key role in all of this
through the G20, and obviously we believe it is not
just about what there is to gain, but what there is to
lose if the round is not concluded eVectively. You
mentioned the EU/Mercosur talks. The negotiations
have been going on for some time but they have been
stalled. Peter Mandelson said in the autumn of last
year that it was unlikely that negotiations would
make any progress until it was clear about what the
DDA may or may not do. That is our assessment
too, because some of the most gritty issues within an
EU-Mercosur negotiation, including—let us do it
alphabetically—A is for agriculture, if we cannot
solve them at the multilateral level, it is unlikely that
they will be solved at a regional or bilateral level.

Q148 Mr Bone: Following on from that, Chairman,
it is pretty clear you are saying the CBI thinks
multilateral agreements are the way forward, but
you are also pretty honest by saying it is diYcult to
see that that is going to be achieved. You have also
said in your evidence that Chile has a very successful
economy by agreeing a lot of individual free trade
agreements. If the multilateral approach fails—and
my view is it pretty much is going to largely because
of the EU’s attitude on agriculture, as you say—
should we then be pushing for bilateral agreements,
or can we use bilateral agreements or would we be
breaking EU rules?
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Mr Campkin: I will ask NickMiller to say a little bit
about the CBI’s position on bilateral and regional
agreements. Again, we would be happy to send the
Committee our latest paper on that which goes into
the pros and cons of those. Before I ask Nick to
respond to that, on the DDA, I am an optimist by
nature. I think negotiators and political leaders have
looked over the abyss following the collapse in July,
and I do think there is not just the green sprouts of
the technical negotiations which have been revived
in Geneva through the late autumn, but there is a
real political willingness to try one more time to get
this done. At the CBI we will be doing everything we
can through all of our contacts with Europe, the
United States, India, Brazil, China and some of the
smaller developing countries, to ensure that the
promise and potential of the DDA is realised.
Mr Miller: On free trade agreements, as Gary said,
obviously the multilateral route is the key. I think it
is somewhat of a misunderstanding to see a stark
division between the two because the WTO does
have a role in regulating transparency and
eVectiveness of the rules for free trade agreements.
That is an important part of the Doha Round and
another reason why we want to see its successful
conclusion. On the free trade agreements in general,
we have a somewhat more nuanced position than we
do vis-á-vis the WTO in the sense that free trade
agreements are not necessarily in themselves always
eVective. What we want to see are free trade
agreements that are robust, comprehensive and
indeed which do not just reduce tariVs, for example,
but lead to their complete elimination, that give real
new investment opportunities and real deep
liberalisation in terms of services where we have such

a highly competitive edge. The result we want to see
from free trade agreements is to do with trade
creation rather than trade diversion. Is more trade
being created or is it merely being diverted away
from other markets? That is the litmus test. The
other question is what are the costs of free trade
agreements? For example, rules of origin is a classic
problem. The compliance costs involved in diVerent
sets of rules of origin depending on diVerent free
trade agreements, diVerent trading regimes, can be
significant and cause a lot of problems: slowing
down the process at the borders, and increasing
compliance costs for companies. There are
problems, there are pros and cons, but certainly
when we look at a market like Mercosur we can see
advantages so long as the negotiations build on the
WTO process, complement that liberalisation and,
in particular, expand into areas such as enforcement
of intellectual property rights where the WTO is not
currently involved.

Q149 Chairman: Thank you very much, gentlemen.
Finally, I was shocked to read in your
supplementary evidence that Paraguay is to block
beef imports from the UK because of its fears of
BSE. Even the French are being persuaded now.
How much emphasis should this Committee put in
its final report on the need to free-up the Paraguayan
beef market?
Mr Miller: Perhaps it is another example of a barrier
which is past its sell-by-date.
Chairman: Unlike the beef! Gentlemen, thank you
very much. We are most grateful to you for coming,
and we look forward to seeing the additional written
evidence you put forward to us.
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Q150 Chairman: Gentlemen, thank you very much
for coming today to this last but one evidence session
in the Committee’s inquiry into trade withMercosur
which began as an inquiry into trade with Brazil but
was broadened slightly in the light of our visit to
Argentina. Minister, we are very grateful to the
oYcials we met both from the Foreign OYce and
UKTI on our visits to Brazil and Argentina. We
were received in the customary excellent way and
were briefed extremely intelligently by all the staVwe
met. I should like to put on record our appreciation
of the eVort made. Perhaps I may begin by asking
you to introduce your colleagues.
Mr McCartney: Thank you. I also thank the
Committee for its kind remarks, and I shall eGram
my colleagues in the Foreign OYce later today. I am
sure that they will be most appreciative. I just hope
that they have briefed me as well as they briefed you.
I think this is the first time since my appointment
that I have come before the Committee. In my
previous guise at the DTI I had a very good working
relationship with the Committee. I met your Sub-
committee on ECGDmatters. I look forward to this
and any other inquiry. In terms of my role with
UKTIwhen I visit markets, if in the next fewmonths
there is any particular area in which the Committee
is interested I am more than happy in confidence to
advise it of my travel arrangements to give it an
opportunity to look at the objectives that have been
set for each of my visits. Every time I go into a
country or region there is a new set of objectives for
the visits. There is much consultation beforehand
and afterwards I go back to those I have consulted
to give a sense of what we have been doing, what
successes we have had and in what areas we need to
do further work. I am happy to do that with the
Committee if that would help. With me today I have
Adrian Hockney, our Deputy Director of the
International Directorate of UKTI. He is
responsible for trade development in Latin America.
John Souttar is AssistantDirector in the Europe and
World Trade Directorate of the DTI responsible for
trade policy and relations with Latin America.
Chairman: It was discourteous of me not to welcome
you on your first appearance to the Committee. I
was so busy praising your oYcials that I forgot to
welcome you, Minister, and I apologise for that.

Q151 Mr Bone: In the case of the Mercosur
countries, from the evidence we have taken there
appears to be some indication that it is really Brazil
and the rest. Should we be treating Brazil as a
separate entity? There is conflicting evidence about
whether free trade and the customs union are a
benefit. UKTI says that Brazil “stands alone”.What
is your view?
Mr McCartney:Brazil is ourmost important trading
partner in Latin America. It is one of our key
markets and is an emerging global economic power
and with that social and geo-political development
takes place. It is a critical partner. As a group we
welcome the relationship that is developing between
the countries of Mercosur. The change that takes
place, whether it is a common market of goods and
services or amarket for free trade and labour, will be
at their pace; it is for them to do it. Alongside that,
each of these countries is entirely diVerent. Their
relationship will reflect that in terms of the resource
put into them or it will detract from it. Argentina
and Brazil are the power houses in that region; the
others are part of that. It is a bit like the emerging
nations in the European Union and the size of their
economies compared with those of other countries.
The relationship reflects that. It is important to have
that relationship because the alternative is potential
protectionism which we do not want. I do not think
there is any disagreement around this table,
whatever political opinions may be held, that we
want an open, fair marketplace, including large and
small countries and developed, least developed and
developing countries. InMercosur one has emerging
and lesser developing countries and economies. We
shall have to balance them all and will do so on the
basis that Brazil is a major global player, not just
because of the size of its own market and potential
for both inward investment and trade but also
because of its leadership role in the G20 countries.
That role is of critical importance if we are to have a
successful Doha Round, for example.

Q152 Mr Bone: That probably leads on to my
second question. Do you see the countries as
developing a common market and perhaps moving
towards a European Union-style bloc, heaven
forbid? Is that how you see it?
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Mr McCartney: That is a matter for them. I am not
giving a prescription. How they develop is a matter
for them. It is not for us to intervene in any way, but
as they develop or not develop the relationship,
whether it goes any further and where is a matter for
them. Some people will give you evidence that they
think it will go no further; some say that it will
disintegrate. Who knows? From our perspective we
shall do nothing proactive to undermine what they
are attempting to do. Each of these countries seems
to be very proactive as the situation dictates. Brazil
is overwhelmingly the huge political, economic and
social power in the region along with Argentina, and
that will be reflected in the resources and eVort we
put in.

Q153 Mr Bone: Obviously, we would not want to
interfere, but I wonder whether the Government has
a view on whether it is likely that it will form a sort
of EU bloc.
Mr McCartney: We do not have a view—not
because we are empty-headed—in the sense of giving
a perspective, making suggestions, intervening or
giving some leadership about what would be a
sensible way to go about it. But we are certainly
interested in and would take seriously any eVorts
that are taken forward in regional integration not
just in this situation but in other emerging markets
where that is the case. One sees in Africa and South
East Asia a trend towards countries getting together,
and Mercosur is an existing grouping in South
America. I shall soon be visiting a grouping in South
Africa. South Africa will be the dominant partner
but there will be developed and least developed
countries joining in. We have to have a relationship
with them and develop that as the European Union
develops out of Doha, whether there will be other
regional trade agreements to go alongside whatever
is agreed in Doha. That may well mean one such
agreement with Mercosur. That must be taken into
account. Our policy in that regard will be
active relationship-building and participation, in
particular changing our resources and investing a
great deal more resources in Brazil, for example, to
give UK trade an advantage to pick up from what is
a weaker position than it should be in terms of
penetration of a market in a country the size of
Brazil.

Q154Mr Bone: To take it a bit further, I understand
that there is now aMercosur parliament which is not
directly elected but appointed.Members are arguing
among themselves, so possibly they have already
reached a European Union-type body. Do you
believe that in future rather than trade agreements
being conducted with, say, Brazil separately, they
will be negotiated between the EuropeanUnion bloc
and the Mercosur bloc?
Mr McCartney: In the first instance, I hope that at
some stage we can give the Committee an update of
the meetings I have had with Peter Mandelson and
other European trade ministers in the past few days.
I should like to share that discussion with the
Committee. From our point of view, the most
successful thing we can have with Mercosur

countries is a DDA agreement both in terms of
agricultural and non-agricultural goods, services
and services of a general nature. Alongside that, over
the next few years I am sure that there will be a
growing trend within the EuropeanUnion to look to
regional trade agreements and economic
partnership agreements with least developed
countries. In that regard last Sunday and Monday
we had a meeting with Commissioner Mandelson
when we discussed a strategy for regional trade
agreements. We all agreed with the nuances among
the 27 countries that their priority is the Doha
Round, but any other regional trade agreement had
to be compatible with theWorld TradeOrganisation
and the strategic approach of any other agreement
would be an addition to and not separate from
Doha. It cannot be an alternative to Doha. Our
priority at the moment is to get a successful Doha
Round, and Brazil is crucial to that. Brazil has a
leadership role in the G20 countries and in many
ways that role is shared with India and China. Brazil
has been more proactive in trying to get a deal
aroundDoha and therefore they are very influential.
That is our first priority and anything that follows
on from that will be a bonus.

Q155 Chairman: How optimistic are you about a
successful outcome to the Doha Round?
Mr McCartney: Perhaps I may give a politician’s
answer. I am genuinely more optimistic now than I
was four weeks ago, and extremely more optimistic
than three months ago. Three months ago I would
have said that in the run-up to and in the aftermath
of the elections in the United States and the coming
elections in France there was a growing tendency
among people from the right and left towards
protectionism. This was very unhelpful. That led to
a lull in discussions and negotiations in the summer
of last year. Having said that, there was a great deal
of activity on the part of ourGovernment and others
in the summer and autumn and that was taken up
immediately following the elections in the Congress
and Senate in the United States. At both European
Union and governmental level that led to
discussions with the United States, the G20
countries and key members of the European Union
which culminated in the events at Davos in January
where a genuine new impetuswas given to advancing
the negotiations. That has led to a further discussion
on 11 February between me and Peter Mandelson
and the other 26 trade minister colleagues in the
European Union. Out of Davos no numbers have
yet been agreed, but the United States has now
agreed to engage seriously both in terms of the
President and his negotiating team and those now in
charge in the Congress and Senate. There are still
significant diYculties and hurdles ahead in relation
to theUnited States in terms of the FarmBill and the
eVectiveness of the President’s powers to return to
negotiate on trade agreements, in the light of the
expiry of “Fast Track” (requiring US Congress to
either accept or reject a trade agreement as a whole).
Although the United States has signalled a
willingness now to enter into serious negotiations it
still has not signalled in any way its bottom line in
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terms of movement on agricultural subsidies or in
terms of non-agricultural defensive measures on
which it would like to seemovement by theG20. The
European Union has a negotiated position.
Commissioner Mandelson has a negotiating
envelope and that has been confirmed, even with the
pressures of a pending election in France where
again from whatever perspective one looks there is
a growing tendency towards protection. To be fair,
France was very much committed to discussions last
Monday, although there are nuances in the positions
of a number of our colleagues in the European
Union on this. We are quite clear about being
prepared to make a move on the agricultural
envelope, but that will mean Brazil, India, China
and others in the G20 being prepared to take steps
to change their bottom lines in terms of non-
agricultural issues. The fact that all of these have
now been agreed to be the subject of discussion over
the coming weeks and months into the spring means
that hopefully a broad basis of agreement can be
reached to allow the negotiators on behalf of the
G20 countries, the European Union and the United
States to go back and seek agreement. It is uncertain
whether suYcient progress can be made by March,
April or May. I would hate to say that we expect it
by a certain date and because of that things fall
down, but we are now making progress. The first
gateway is agriculture. Without an agreement on
agriculture we will not get through the gate to the
non-agricultural issues. That is why it is so critical
for the European Union and the United States in
particular to make a move in agriculture. At the
moment a great deal of eVort is going into that.

Q156 Chairman: That is a very comprehensive and
helpful answer and I think reflects what the
Committee heard in Brussels the week before last. Is
there not a risk that the Doha Round will produce
a lowest common denominator outcome which will
need to be topped up with regional trade agreements
with places like the Mercosur countries? I am just
trying to get a feel for your enthusiasm for regional
trade agreements. You have set up an analytical and
intellectually robust position about their
relationship to WTO matters, but what is the
Government’s views of RTAs?
Mr McCartney: I shall be quite open because the
answers both on trade and geo-political matters are
enmeshed. Whatever agreement is reached in Doha
must be one that is taken as a success, because a
failure there will lead, quite frankly, to the least
developed and many of the developing countries
being passed by. They will be in a seriously diYcult
position in terms of being able to negotiate as equal
partners in any regional trade agreements with the
European Union, the United States and other
economies like those of Korea, China or Japan. It is
critically important to the developing nations and
the G20 countries, but particularly the least
developed countries, that there is a successful Doha
Round. That will set the international standards in
terms of both agricultural and non-agricultural
access to other markets. It will then give us the
opportunity to use regional trade agreements in a

very proactiveway: first, to give sustainability to aid-
for-trade with the least developed and developing
countries; second, from the European Union
perspective, to be able to get better arrangements to
bring down barriers to market access in financial
services and other services and a whole range of
issues to do with the environment, core labour
standards, sustainability policies and our ability to
secure inward investment into key countries and
regions with certainty about how our investors will
be treated. Regional trade agreements will give
added value. One could sit back and say that Doha
would be enough, but the truth of the matter is that
all major economies are currently engaged in
regional trade agreements. To give an example,
South Korea is a political ally of the United
Kingdom and Europe. It has long-standing trade,
cultural and political relationships. It has been
negotiating for some time a regional trade
agreement with the United States. That agreement,
if we are not careful, could undermine the interests
of our pharmaceutical, automotive products and
financial service industries. There is a whole range of
issues to which we must be alert. It is not just a
matter of what regional trade agreements we can
negotiate to create trade opportunities for us; it is
also a matter of ensuring that in defensive terms
other trade agreements do not either inadvertently
or deliberately undermine either Doha or any
legitimate bilateral arrangements that we have.
Therefore, RTAs are important, but to get them we
need a proper framework. That is what
Commissioner Mandelson is doing at the moment
with us.We are setting out a timetable framework of
what agreements we can reach, what these RTAs
look like and what we need to see included in the
packages for individual countries or regions,
whether it is Korea on the one hand or the ASEAN
or Mercosur countries on the other. All of them will
be diVerent because they cover diVerent types of
economies. Some of the features will for obvious
reasons be the same, whether it is intellectual
property rights or whatever. I will send a note to the
Committee on this because over the next fewmonths
there will be some progress. As to EPAs, I am happy
to come back to the Committee at some stage to
discuss the whole concept and principle of economic
partnership agreements. These are in the main
agreements reached with the Caribbean, Africa and
the Pacific island nations and they are all at diVerent
stages of discussion and debate within the European
Union. Some are reasonably well advanced; some
have advanced little; and some give rise to
diYculties, including negotiations with the
European Union about content and the lack of
capacity for particular EPA regions to negotiate
appropriately. There are lots of issues, but I am
happy to come back at some stage and talk them
through, because this is very important in terms of
aid-for-trade and sustainability of trade. With many
of the countries that we are talking about we have a
relationship either through the Commonwealth or
the fact that we have been on their side and given
them open access to the European Union.
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Chairman:Minister, those are extremely interesting
and helpful context-setting answers which we
appreciate. Perhaps we can try to move slightly
faster with the rest of the questions. I know that you
have a deadline; so do we. We also appreciate your
oVer to come back, and we may well take that up.
We want to move back specifically to Brazil.

Q157 Miss Kirkbride: Earlier in your evidence you
implied that we did not really take Mercosur
countries and Brazil in particular seriously enough.
Do you have any ideas as to why that has been the
case? What can British business do to treat it more
seriously? What is it about them that is not cutting
the mustard in those South American countries?
Mr McCartney: There is an issue about companies’
perceptions of Mercosur. I do not want to give the
wrong impression to companies out there who want
to trade. Getting companies to take seriously the
potential of having trading partners in Latin
America has been diYcult. One of the reasons is that
in the recent past there has been a whole range of
issues to do with some of the economies. There have
been issues to do with economic and political
stability and the protection of intellectual property
rights and barriers and diYculties put in the way of
investment, access to trade and the scope of trade
and commercial co-operation. Having said that, I
believe that the time is now overdue for us to up our
game.When I say that I do notmean simply industry
but that eVort should be put in byGovernment. That
was why I was very keen when I got a response for
UKTI to finalise its strategy to ensure Brazil was one
of the countries in our champions’ league of
increased investment. That increased investment is
intellectual and is concerned with capacity building.
We shall be far more adept at providing on-the-
ground help and support for companies in the UK
that want to trade, make inward investment or seek
a partner for trade and inward investment. We are
keen to work with our Brazilian counterparts, and
that is why we have set up JETCO, which we will
come back to later in the hearing. We are looking at
sectors where we can have an expanding interest and
as a result some recentmemoranda of understanding
have been drawn up. We also expect strong growth
in areas like oil and gas, education and skills,
agriculture, aerospace, environment, healthcare,
biotech, security, engineering and financial services.
We now have both a trade and political
infrastructure which, with resources, can be
sustained. It is a diYcult market to get into, but so is
China and India. It is never easy, is it? I think that
we now have a framework with the resources
available to industry to make significant inroads in
terms of both trade and inward investment
particularly in the economies of Brazil and
Argentina.

Q158 Miss Kirkbride: What you have just said
chimes with what the Committee has been told
about the issues to do with trading with Brazil. Do
you have any good examples of where other

countries have been successful and British
companies have missed out as a result? What have
our competitors done that we are missing out on?
Mr McCartney: Some of this is cultural, and I do not
say that as an excuse. There are some emerging
markets where because of our cultural relationships
we have done rather better than some of our
competitors, but that is not the whole story.
Germany, Japan, Italy and France have long-
standing business and cultural communities in the
big markets in South America, and in the case of
Portugal it has the advantage of language. Despite
the language advantage of Portugal, we have a
greater penetration than that country. Germany and
Japan have significantly large historical ties, but
those have not been suYcient for them; they have
turned those ties into hard cash in terms of
investment. We have only about a 2% penetration in
this marketplace. That is ridiculously low given the
capacity of themarketplace.Wemust not use that as
an excuse. In the same way, we have a cultural
relationship with South Asia, the Indian sub-
continent, Hong Kong and the mainland of China.
If we fail to use that the opposition will take the
pants oV us in the next decade. It is an advantage but
only if you build on it and improve your capacity to
penetrate a growing marketplace. Brazil and
Argentina are emerging from their economic and
political problems and are also growingmarkets, but
over the next few years we have to make significant
inroads into the list of sectors that I have mentioned
in terms of trade and direct foreign investment.

Q159 Miss Kirkbride: In your evidence to the
Committee you frequently talk about Brazil, India
and China but not so much about Russia. Do you
see these four countries as being the BRIC moniker
and something that is relevant? Do you separate
Brazil and Russia from India and China in terms of
the sophistication of their markets and the
opportunities that might be available as a result?
Mr McCartney:All of the countries in what is called
BRIC have their own diVerentiations in terms of
growth, size of market, size of labour force and the
sectors where they concentrate their eVorts. All of
them have diVerent challenges in terms of barriers to
trade and inward investment—legal barriers and
barriers to financial services—and the security of
investments once made, and about relationships in
securing partnerships and access to marketplaces.
One thing that unites them all is that they will be
substantial growth areas, not just in the next five
years but for decades to come. They all face diVerent
challenges. For example, China’s challenge is its
ageing workforce; India’s challenge is to do with its
youthful workforce. India has a burgeoning
consumer society. It has already taken four million
people out of poverty and it will take another four
million out by the end of the decade. The same goes
for China. The Brazilian market is diVerent.
Increasingly, the market trades out of Brazil, but we
see very little access to the UK and foreign direct
investment. For example, Brazil has made only
about £77 million direct investment in the UK. It is
such a small sum you cannot identify specific
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projects, but they are all in the financial services
sector. Last year India made over half a billion
pounds of direct foreign investment in the UK, and
that will build and build. Therefore, there are
diVerent challenges facing diVerent markets. I am
not quite sure that the concept of a synergy between
them is the right way to go. We have to treat all of
them as massive markets with diVerent barriers but
also great opportunities, and we need to deal with
them diVerently.

Q160 Miss Kirkbride: I do not wish to be rude, but
after I have askedmy questions I must leave.My last
question is whether you think Brazil suVers from its
lack of investment grading. How do you view that
issue?
Mr McCartney: I think that it is making great
strides. The fact is that it has burst into the four big
emerging economies in terms of its capacity to trade
and create within its own market a serious service
sector. With its growth in earnings and political
stability it is moving to a position of leadership in the
G20. From its perspective it is doing very well and
will continue to do so. My meetings with Brazilian
ministers a few months ago were marked by their
huge hunger to domore trade with theUKandmore
cultural and educational investment and work
closely with us in Doha. I do not believe that Brazil
sees itself as being at a disadvantage, but in terms of
world trade it regards itself as a senior player on
behalf of developing nations and as such wishes to
be treated with respect and as an equal partner in
that role. If we are serious about a greater
penetration of the Brazilian marketplace we should
take that on board honestly and eVectively. I believe
that potentially there is a really good relationship
with Brazil. I do not think that Brazil sees itself other
than as a great economic player over the next
decade.

Q161 Miss Kirkbride: But it must aVect Brazil
slightly in terms of business attitude, must it not?
Mr McCartney: But no more than issues to do with
flows of capital and exchange rate fluctuations.
There is a whole range of factors in economies,
including our own, that come into play from time to
time, but the bottom line is that that country in the
past decade has emerged as a major trading power,
and it will grow. Of course, it is not an India or
China, but in terms of the global economy and its
growth and where it is geo-politically set in Latin
America it is a major global player and is seen and
treated as such by the World Bank, IMF, stock
exchanges and big investors around the world. Just
look at the levels of inward investment in Brazil and
you will see how seriously it is treated.

Q162 Judy Mallaber: Sticking with Brazil, can you
tell us the Government’s initial thoughts on
President Lula’s economic plan announced in
January and the prospects of meeting the 5%
Brazilian growth target? In particular, could you
comment further onwhatwe observedwhenwewere
there, that is, discussions with local businesses about

the barriers to bilateral trade? Do you think that the
proposals in the plan put forward in January will
help to break down some of those barriers to trade?
Mr McCartney: We broadly support the plan,
although we have had discussions with them about
how they prioritise it. Key to its implementation is
the political situation in Brazil. A good example of
that is the Doha Development Agenda discussion
where there is a consensus on the desire for
agricultural liberalisation. They are prepared to be a
big broker in that process. But vested interests stand
in the way of a clear-cut position on services and
non-agricultural issues. That is where the rub lies as
between the United States and ourselves. As in
Europe, there are rubs which have to be resolved.
How the plan is implemented will depend on the
resolution of those issues. From our perspective the
plan is about unblocking certain aspects to create
economic growth.Wewould like them to take on the
two themes of investment in infrastructure and
incentives to and encouragement of private sector
investment, looking to the creation of public/private
partnerships and dealing with procurement issues
and financial services. On all those issues we would
like Brazil to open up its economy.We could go into
details to do with tariVs, but I think that is too
detailed at this stage. In general termswe support the
plan and will work with them. I am sure that in our
priorities for the JETCO arrangements that will be
taken into account.

Q163 Judy Mallaber: Presumably, you are looking
in detail at some of their proposals. As I recall, some
of the issues are to do with business registration and
more detailed barriers. From your initial
discussions, are you satisfied with the way in which
that appears to be progressing? What further
discussions might you have?
Mr McCartney: In general terms, yes, but how this is
progressed in a practical way is byway of a projected
work programme.

Q164 Judy Mallaber: The CBI and UKTI have
stated that they do not believe Brazil is really a
market for small businesses or companies that are
new to exports; it is one that should be considered by
experienced exporters. Is that a view with which you
concur, and does it aVect your work in trying to
encourage exporters from this country to look for
opportunities there?
Mr McCartney: It is certainly true that in particular
the markets in Brazil and Argentina—other
countries are very small in terms of their capacity in
the near and medium-term to generate additional
trade, but perhaps we can look at that later—are
more suitable for large investors. That does not
mean, however, there are not opportunities for small
investors and SMEs. One of the priorities of UKTI
is to work with SMEs to get them market access to
emerging economies directly or in partnerships or in
downstream activities. This is important. The whole
trend in globalisation is small companies coming to
the global marketplace quicker than they would
have done a decade or even five years ago. We have
a role to play. There are a number of UK small and
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medium-size enterprises breaking into Brazil at the
moment, for example in telecoms and interactive
services. A lot of our small and medium-size
enterprises are into new technology such as
biotechnology. There is a real potential market there
to assist the development of biotechnology and
environmental services in emerging economies like
Brazil. In Rio de Janeiro we already have a company
generating carbon emission credits from a landfill
site and we are also involved in water projects. In all
of those infrastructures small and medium-size
enterprises are involved. They can gain access to
these markets successfully, and it is our job to help
them do that.

Q165 Judy Mallaber: You do not agree that given
the barriers it is so diYcult to do it that it is not worth
putting in the eVort to encourage small businesses
and we should concentrate on the larger and more
established exporters?
Mr McCartney: I think you have to be
entrepreneurial. I say that as a socialist. There is
ample opportunity out there. Who would have
thought that, for example, Lancashire Ambulance
Service as a public sector organisation would get a
contract in Brazil? It has set up medical training
centres for the oil and gas industry; it is
entrepreneurial. When there is an opportunity
UKTI’s oYcials on the ground in Brazil and
Argentina and here have to be fleet of foot to take it
up. These opportunities may arise purely by chance
by the development of a relationship. If it is a big
contract involving aerospace one may be talking of
investing two or three years’ eVort to get to the stage
of contract. We have to be more fleet of foot and
entrepreneurial. I would never give up any idea if
there was a potential business opportunity there and
put resources into it.

Q166 Judy Mallaber: Is it more or less diYcult than
doing business in India and China, or just diVerent?
Mr McCartney: All of them present challenges.

Q167 Judy Mallaber:Greater or less? Maybe that is
suYcient.
Mr McCartney: At 56 years of age I have come late
to being a diplomat.

Q168 Judy Mallaber: You mentioned various
sectors which were the subject of some work. How
well do you think the UK is doing with its priorities
such as in Brazil? Is there more that we should be
doing or can be done? How do you see those priority
sectors at present?
Mr McCartney: That is a very good question. The
priorities for 2007–08, based on ground work both
by people in Post and economic intelligence,
working with companies in various sectors, are to
see whether we can make progress in agriculture,
engineering, environment, healthcare, life sciences,
oil and gas, sports and leisure, infrastructure and
chemicals. I shall come back to the Committee with
some details as these progress. That is not just a
headline; I will give some examples so you can test
it. Alongside of that there are ongoing discussions in

other areas like aerospace and the creative media. I
believe that there are more opportunities in
education and skills, financial services, the textile
industry and ports. I believe that over the coming
year those are areas in which we can make further
inroads. Those are the areas in which we are making
progress but we have priorities. We believe these are
the areas where at the end of the time and eVort we
are putting into it there will be actual trade.We have
also commissioned an in-depth report into the
aerospace industry in Brazil. Again, this is an area
where the UK has distinct advantages in its skills
and R&D base, production capacity and ability to
partner other organisations inmarkets in other parts
of the world. We are very good at that. We are
looking at how to do that. We are also looking at
issues to do with the supply chain in Brazil where
UK companies have problems. JETCO is
identifying the barriers and working with our
colleagues in Brazil to reduce them in the supply
chain so that UK companies can get more direct
investment and trade into the sector in Brazil.
Mr Wright: You have answered the first part of my
question which is to do with what we have heard
about risk-aversion on the part of UK companies.
You indicated that you had commissioned a report
in respect of aerospace. That is one of those
industries where we fall very short in relation to
Brazilian companies.

Q169 Chairman: Can we be clear about the status of
that report on aerospace issues?
Mr McCartney: If it is in a form that can be
understood I am happy to share it with the
Committee.

Q170 Chairman: Is it an internal document done by
UKTI staV?
Mr McCartney: Yes. We established a sector group
with the industry. We have quite a number of sector
groups which are concerned with all sorts of issues in
diVerent emerging markets. The aim is to look at the
sector and look at the opportunities, identify the
barriers and work out how to remove them. Whom
do we identify within the economy, in this case
Brazil, to deal with those barriers? It may be a
ministerial or governmental barrier or a market
barrier. We put in place a work programme to deal
with that.

Q171 Mr Wright: How far along are you with that
report?
Mr McCartney: We have commissioned it and it is
in the process of being prepared. I am happy to share
it with the Committee; that is not a problem for me.
The more I can share with the Committee the better.

Q172MrWright:Obviously, you look at this report
in terms of aerospace as one way to try to encourage
industry to take a more proactive response in terms
of investment in Brazil. What can we also do for
other companies to encourage them to be more
enterprising in Brazil?
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Mr McCartney: I think that fromour perspective the
changes we have made in UKTI and the priorities
laid down mean that UKTI staV on the ground are
now going out to various parts of the UK—Wales,
Scotland and the North West—and working with
RDA colleagues to start promoting with them, first,
an awareness of the ability to access the Brazilian
market; second, the services that we are prepared to
provide them in that respect individually and
collectively; third, the way in which our staV will
operate on the ground, and the skill mix and
capacity of staV have increased, including the
introduction in Brazil of more local staV, that is,
people who have worked in and understand industry
and Brazil and provide additional knowledge and
information. Over the coming year we shall be
developing programmes to improve involvement by
UK companies. In the next 12 months I shall be
looking at the development of a range of companies
to go to Brazil. Those that have already gone out,
small groups as they are, have all come back with
increased business. We have had a very high success
rate linking British business activity with our
counterparts in Brazil. The big issue is getting them
to go there.

Q173 Mr Wright: How do you select the companies
to go there?
Mr McCartney: If you look at the sectors we have,
some companies will already be there. For example,
in aerospace Rolls-Royce is already there. In other
sectors some companies are already working there
and that will be the building block. The whole
purpose is to identify companies that have the
capacity and are looking to export their products
into thatmarketplace. That is whywe have identified
all of these priority areas and in each one we have a
good working relationship with the key companies
in those areas. We will work with them and develop
with them the potential and provide them with a
personal service to give them access to the Brazilian
marketplace.

Q174 Mr Wright: Do you rely on the RDA to give
you certain information about what companies’
interests would be there?
Mr McCartney: We work very closely with the
Scottish Development Agency—I think it has a new
name now—and our Welsh and Northern Ireland
counterparts and theRDAs. In each of theRDAswe
have key UKTI staV, so it is a very co-ordinated
approach. I think that we have a brief of the kinds of
visits that have already taken place and from what
regions. For example, I believe that the Welsh have
had about eight forays into the marketplace to
penetrate it and have done quite well. There is a
whole range of areas of interest, and I shall provide
that information to the Committee, to give it a
pattern of the regional investment that is taking
place.
Chairman: Thank you.

Q175MrWright: I turn quickly to the successful bid
by Tata of India over CSN of Brazil for Corus. Do
you believe that that represents a missed
opportunity for fosteringmore UK-Brazil trade and
investment?
Mr McCartney: Quite frankly, it is a matter for the
shareholders. I was never one for nationalisation
without compensation. What we need to do now,
whatever the new ownership, is ensure that the
investment that was to take place continues. If you
look at the synergies of the company that has now
purchased Corus they present opportunities. Corus
is a specialist steel company; it produces steels that
are important in a whole range of emergingmarkets.
In lots of those markets Tata already has a foothold.
There are potential opportunities for the new
company. I hope that is the case.

Q176 Mr Hoyle:We did have a blue chip share. We
thought that steel was strategic to the UK. The fact
that it was an Anglo-Dutch company based in
Europe meant that we still had control. Now an
Indian company has taken it over. Do you share my
worry that at least the Brazilians would allow the
export of ore to be used in the furnaces in the UK
whereas India still restricts it and will not allow the
export of iron ore? Does that not concern you?
Mr McCartney: I suspect that when the Dutch took
over the company you complained about that as
well.

Q177 Mr Hoyle: In fairness to the Minister, he will
recognise that there are no iron ore mines in
Holland. If he does not recognise that perhaps he
ought to go back and do a geological survey and
explain where it is. The truth of the matter is that
there is a diVerence between India and Brazil: one
oVered iron ore, the other still imposes a restriction.
I am just interested in the Minister’s view.
Mr McCartney: With all due respect, as someone
who served as a cabin boy on a ship which
transported iron ore between Liberia in West Africa
to Canada, Jamaica and the Clyde in Scotland, I
have some understanding of the product at least
from the point of view of getting it on and oV a
vessel. The answer to this, is it not, is that the
company has now been established? In global terms
steel is an important component of the UK
economy, but it is an industry that is globalised, and
the capacity to operate in that world depends on
R&D, investment and the ability to open upmarkets
which hitherto have not been available to us.
Whether the Brazilians or Indians took over the
company, in the end it was a matter for the
shareholders. I want to be proactive with the
company and trade unions. They have given an
absolute commitment about the portfolio in the UK
and continuation of senior management in the UK
and the role of the company in the UK. I am
diversifying the discussion a bit.
Chairman: This is an inquiry into Brazil rather than
the UK steel industry, but that is a very helpful
answer for which we are grateful.
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Q178 Mr Wright: We know that JETCO is a
ministerial-led committee. Have you personally
been involved in it, and how do ministers influence
the committee? What level of involvement and buy-
in is there from UK business?
Mr McCartney: JETCO is very important. Alistair
Darling takes responsibility for JETCO as Secretary
of State. The original arrangement in terms of
JETCO was between the secretaries of state and the
PMs. JETCO has a full programme of work. It
engages bilaterally not just with Brazilian industry
but also UK industry and chambers of commerce in
London and Brazil. The CBI and other key players
in terms of sectors are involved. It is an organisation
that has within it not just political leadership but
also business leadership which is very important.
Other committees cover Russia, China and other
emerging nations. They all have similar
arrangements where we have put in place the skill
mix to ensure we have a proper programme of work.
JETCO is about promoting and developing trade,
addressing the barriers and ultimately helping to
create a better business environment. That means
practical work on the ground. There is a great deal
of progress being made. I do not know whether you
want me to go into the details, but I am happy to
do so.

Q179MrWright: In its evidence the CBI told us that
it wanted an action-oriented agenda for the UK-
Brazil JETCO. Is that what you think we have?
Mr McCartney:Yes. TheCBI has engaged in part of
this process. We have been working with a unique
public/private sector forum to identify
opportunities, not just problems, and turn those
opportunities into hard business deals. The
programme has engaged the CBI with Brazilian
business, so the CBI’s counterpart in Brazil is
involved in it. There were 15 agreed
recommendations for delivery by JETCO. They
included the establishment of regular exchanges of
both information and progress; collaboration
between the Brazilian chamber and trade and
investment in London. We are involved in
developing a range of events and strategies and co-
ordinating a range of sectors to co-operate and
participate in developing shared relationships. We
have put in place arrangements for the UK Patent
OYce, the accreditation service, the physical
laboratories and the Civil Aviation Authority to
develop with their counterparts in Brazil ways to
identify the barriers and technical issues that prevent
business and investment taking place. In April of
this year there is a visit by the Brazilian Ministry of
Trade which will look at all the technical aspects of
the service sector and how we can try to remove
many of the barriers in that sector. The service sector
is one of the areas where I believe we canmakemajor
gains for theUK, but the problem that remains is the
removal of barriers, whether or not we have Doha.
We also have a full programme of events between
April and autumn of this year, including an
engagement with the Lord Mayor of London and
the business community in developing business

opportunities. That is just a range of ongoing
activities within the work programme, so it is very
much action-oriented.

Q180Chairman:Perhapswe can have a note of those
activities. I know that you have already promised a
lot of notes, but that would be very helpful.
Mr McCartney: I shall put all of it into a single
memorandum.

Q181 Mr Wright: That has taken the steam out of
the next question which is about doing business in
Brazil. One of the matters mentioned to us by the
CBI was that it was at the discussion stage of the
creation of task forces or working groups. Is that
being proceeded with?
Mr McCartney: Indeed. We are trying to make
progress in co-operation in three specific sectors:
aerospace, financial services and healthcare. Again,
I will provide you with further details.

Q182 Mr Wright: We understand that as far as
JETCO is concerned there is a six-month stocktake
probably in the second week ofMarch.What do you
expect that to report?
Mr McCartney:We will do a stocktake of all of the
action plan. We will probably do a stocktake in
terms of the technical discussions about barriers.
For example, we have also submitted a bid under the
Global Opportunities Fund to support a visit to
Brazil by some of our experts on patents and
intellectual property rights. We are looking at issues
concerned with biology, microbiology, chemistry,
pharmaceuticals and electronics. It is important to
investors and traders that in penetrating the market
their intellectual property rights are protected. A lot
of practical steps are being taken here which I hope
will lead to agreements and the dismantling of
barriers and give certainty to the business
community which will lead to trade.

Q183MarkHunter:The JETCO statement to which
you referred earlier outlined 15 specific action areas.
When we talked to the CBI about it and asked what
it felt were the most important from the perspective
of UK business it mentioned three in particular:
greater protection of intellectual property rights;
implementation of an investment protection and
promotion agreement (IPPA); and a double taxation
agreement. UKTI also highlighted the second and
third of those concerns.Which of the action areas do
you think are themost important to the UK, and are
these the ones on which we are making progress?
Mr McCartney: I think that they are all equally
important for the reason that each impacts in some
way on the potential leading sectors for trade and
investment in the region, particularly in Brazil. The
issue of intellectual property rights is not related just
to Brazil; it applies to all the emerging economies.
With some we make great progress; in others it is
less, but it is a fundamental issue which always arises
in building up business confidence and being
prepared to do business. But I believe that the
Brazilians are seized with the need to work in that
area.As to the investment protection and promotion
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agreement, the Brazilians have set up a working
group to look at all of the pending issues to do with
Brazil. We included this matter as a major issue at
the JETCO sessions. We are trying to expedite the
issue but many areas remain unresolved and will do
so for the foreseeable future. It is a diYcult area for
us to resolve, but we agree with the CBI that it is a
priority. The Brazilian Government is very much
aware of our views on this matter and it has
promised to work towards putting in place a
mechanism to help attract investors, but at the
moment that falls far short of what we envisage as an
investment protection and promotion agreement. It
is an ongoing piece of business in relation to that. I
do not want to misrepresent the position. This is one
of those areas where a lot more needs to be done by
the Brazilians.

Q184MarkHunter:As you say, clarity is important.
Are you saying that the three action areas I
specifically mentioned are equally important to the
Government, or that all 15 of the action areas are of
equal importance?
Mr McCartney: All of them are of importance.
There is a diVerence in the sense that some will be
easier to implement than others. The three that you
raised are quite rightly the ones that give the CBI the
greatest concern, and we need to take that into
account in our negotiating strategy. There is no
point in inviting British business to the party and
ignoring what it says.My job is to be an ambassador
for British business. Those are three areas in which
from their perspective they want to see a great deal
of progress. They are equally important, but
progress will be made at a diVerent pace. In such
negotiations there will always be progress made at a
diVerent pace. That is why I have said that in one
case the pace is better than another and one is
extremely diYcult and we will not get far with it in
the immediate future, but it is on the list of the
priority work that we are doing.

Q185 Mark Hunter: We appreciate that these are
diYcult, complex issues and progress is slow. Can
you briefly summarise from the perspective of the
Government what it regards as the real obstacles to
progress on these key issues?
Mr McCartney: I think the short answer is vested
interests. I am not being a clever dick about it.

Q186MarkHunter:That is helpful. Perhaps some of
it will come out in further questions. We have also
been told of distortions in the trade and investment
statistics which appear to be at least in part due to
more favourable tax arrangements that exist in other
European Union countries. How important do you
think is the double taxation agreement with Brazil?
Mr McCartney: Whilst my colleagues look for the
answer to that, I did not answer the double taxation
point you made, which is important. As to double
taxation, we raise this matter consistently in
discussions, as does UK business. Our double
taxation policy is close to the OECD model treaty
and we should like that to be the starting point for
our discussions with Brazil. It has the necessary

features that business would welcome. Brazil’s
policy varies significantly from the OECD model
and Brazil is unwilling to give up its taxing rights.
Again, it is another vested interest, but we think that
the best way forward is the OECD model. We
believe that the CBI concurs in that. Therefore, we
shall use that model for discussions, but that will not
be easy. Comparisons have been made with France,
Italy, the Netherlands, Spain, Portugal and Japan
which have double taxation agreements with Brazil,
but they have limited benefits and I do not think they
fully cover the OECD model. The problem is that
they have settled for second best, but we are not yet
prepared to do that.

Q187MarkHunter: Because of limited time perhaps
I can move to one of the specific issues out of the list
of 15 JETCO recommendations. The IPPA was
signed in 1994. We understand that whilst the
Brazilian Government favours its implementation,
Congress is somewhat less than enthusiastic with the
constitutional issues over ratification. Can you give
us an update on progress? Do you have any more
detail on it?We understand that currently Brazil has
no IPPAs in force. Do you not think it would be a
major marker for the UK if it was able to conclude
and put into eVect the first one?
Mr McCartney:Yes, but that will remain unresolved
for the foreseeable future.We have insisted that it be
part of the JETCO process; it is a priority area for us
with Brazil. When we have our next discussions with
them it will be part of that agenda, but at this
moment they are extremely unwilling to make a
move in the right direction.

Q188 Mark Hunter: You see no prospect of
significant progress in the immediate future; it will
be another long haul?
Mr McCartney: No. To give you any other
impression would be misleading in the extreme. It is
a diYcult area for us.

Q189 Mark Hunter: To turn to JETCO in general,
the Committee has seen this mechanism operating in
China, India and Brazil. Clearly, it would not be
appropriate to have a JETCO in every country
across the world, but is it a question of how much
ministerial time is available for these things as well?
With the best will in the world, I am sure that as with
all ministers you have an exceptionally heavy
workload. Is three the sort of figure that has been
arrived at on the basis that it is the most that
ministerial time currently permits? If that is about
right in terms of what can be managed logistically,
do you think we have identified the right three
countries?
Mr McCartney: You are absolutely right that as far
as JETCO is concerned human resources and
contact need to be put in at oYcial and political
level. It is an error to establish a body in name only
and then nothing happens to it. It is not just
frustrating but the business community and others
will quickly become aware that that is exactly what
it is. JETCO is a good concept but it should be used
only in certain circumstances. Those circumstances
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do not simply mean the creation of a better business
environment. One wants to do that with every
country one trades with. It is about the size of the
marketplace, the scale of the issues and how
significant the barriers are. Some are trade, some are
administrative and some are political. If as in the
case of Brazil, China and India one has massive
opportunities but also clearly areas where they
cannot be realised because of significant
impairments to trade then JETCO is a way forward,
but it is only a way forward if there is a specific
programme that is transparent, auditable and
accountable internally and externally. That is why I
am happy to share with you what we are doing and
why. But we would not have it, for example, for
Mexico or South Africa. Although those markets
give rise to issues we have the ability to resolve them
in a diVerent way; we do not need this kind of
mechanism. I do not rule out a JETCO somewhere
else, but it would have to be in the context of what I
have said.

Q190MarkHunter:Topress that a little further, you
say that three is about right at the moment. I do not
want to put words into your mouth. Can you
confirm that there is not currently active
consideration of an increase in the number of
JETCOs, or is the Government seeking similar
arrangements elsewhere? To go back to the second
part of my original question, of the three that we
have at the moment—all of them are important
matters—do you think that they are the appropriate
ones for JETCO arrangements?
Mr McCartney: No plans are being prepared at the
moment for another JETCO, but I would not rule
one out if the circumstances were right. The three
that we have are the right ones. I would say that
because we have established them. But in this
frameworkwe have aUK-Russia intergovernmental
steering committee which had its initial meeting a
few weeks ago in Russia. Alistair Darling attended
it. That addresses similar issues to those considered
by JETCO, but they are not exactly the same.

Q191 Mark Hunter: It would not be appropriate to
have similar arrangements with, for example,
Argentina, Russia or South Africa because they can
be dealt with in a diVerent way?
Mr McCartney: We have a definite arrangement
with Russia which has similar elements.

Q192 Mark Hunter: I want to deal with the London
Stock Exchange which was mentioned to us on our
fact-finding visit at the back end of last year. There
have also been recent press reports about the success
of the London Stock Exchange compared with the
New York Stock Exchange primarily due to its
regulatory approach. When we were in Brazil we
found that the New York Stock Exchange had a
significantly stronger presence than London.
Furthermore, we were told on more than one
occasion that London’s presence through the stock
exchange was ceremonial rather than businesslike,
although we have heard that more is being done in
this area. Do you think that enough has yet been

done to encourage more business from Brazil, and
would a greater presence of the London Stock
Exchange help to provide a catalyst perhaps for the
greater involvement of UK companies?
Mr McCartney:That is a very fair question. The fact
of the matter is that for the past 20 years the UK’s
financial services and banking sectors have been
losing out significantly in South America to other
competitor countries. UKTI has a new City strategy
where London is a global player and the hub and the
spokes of the other regional financial centres in the
United Kingdom work together. Last week our new
Financial Services Sector Advisory Board met to
work on a paper on South America about what we
do, how we do it and how to get back into the
marketplace there, dust ourselves down and dowhat
we should have been doing over the past 20 years,
namely oVering a range of financial services in
partnership arrangements in terms of both inward
and outwards investment. The Lord Mayor and the
City of London will be visiting Brazil later this year.
The activities will include joint seminars with legal
services. It will be organised by the Brazilian
advocates’ organisation. It will look at intellectual
property rights and patent protection. We will also
link the LordMayor’s visit with activities in the City
of London and the services that it can provide. It will
look for possible support on our part to give to the
London Stock Exchange to do follow-up activity in
September of this year which will look for serious
business.We are putting in place a programme. I did
not want to say that it was all hunky-dory; I accept
that we have had 20 years of under-resourcing.

Q193 Mark Hunter:Do you not think that the kind
of visit already planned, very useful though I am sure
it will be, confirms a suspicion on the ground in
Brazil that what we are about is largely a ceremonial
presence rather than serious business? You
mentioned theLordMayor and theCity, but you did
not mention whether the London Stock Exchange
specifically would be part of that delegation. It was
put to us that that was a major factor in the lack of
development from the point of view of UK business
investment in that country because the London
Stock Exchange did not have a presence there which
was deemed to be particularly proactive.
Mr McCartney:All of this is spilt milk. I wish I could
turn back the clock 20 months, never mind 20 years.
But we now have a grip on the situation and are
working with the City. The London Stock Exchange
is a big partner in this.With our support the London
Stock Exchange went to Brazil in September of last
year to see what it could do to build contacts, get a
greater understanding of the services that the
exchange could provide and see what could be done
in the way of creating a process for listing abroad
companies and operators and looking for emerging
companies in Brazil to start listing on the London
Stock Exchange. There is a great deal of activity
which comprises intellect, investment and a strategic
approach.We are starting from a longway back, but
as a key component of the reforms of the UKTI the
City strategy was a main part of that reform.Within
months of the new strategy being put in place we
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have people on the ground. This is not ceremonial.
The London Stock Exchange is the most successful
exchange in the world, but in a global economy it
will be competing 24/7. Other centres oVer a range of
services not just to Brazil but other emerging nations
and we need to do the same.

Q194 Mark Hunter: Sticking with financial services,
obviously we are aware of the Chancellor’s high-
level task force set up to develop a co-ordinated
strategy to help ensure the future success of our
financial services industry and extend our global
reach even further. Apparently UKTI is responsible
for that co-ordination and a financial services sector
advisory board has been set up with plans to put
more resources into key markets. A UKTI
document on this strategy mentions China, India,
Russia and the Gulf, but not Brazil other than a
solitary point about regulation and JETCO. Do you
think that is a serious omission, or do you know of
any reason why Brazil should not have been
mentioned in that context, particularly given that
UKTI’s evidence to our original inquiry on Brazil
states that financial services have been identified as
a priority?
Mr McCartney: I would not read toomuch into that
in the sense that I am a member of the board and
Brazil is a priority, and I think that my last answer
showed we are dramatically improving our
performance in regard to Brazil in the financial
services and related sectors. The board has met on
three occasions. At some stage I am happy to come
back to the Committee and talk about its work and
activities. I see the board very much as a hands-on
practical programme of work to be delivered by
ministers. The board is managed and run by the City
in partnership with us, so they are very much in
control of the programme. As ministers, Ed Balls
and I have the job of promoting that programme. I
am more than happy to share that with hon
Members. I go back to what I said at the beginning.
I cannot change the past 20 years of inactivity, but I
hope I have given to you the clear impression that for
me this is a priority as the responsible minister and
Brazil must be part of that story.

Q195 Rob Marris: The Financial Services Sector
Advisory Board was set up last autumn and had its
first meeting on 11 December 2006. This is the 21st
century. There are 30 people on that board, four of
whom are women. Judging by the names, very few if
any of its members come from black or minority
ethnic communities and there are no trade unionists
on that board. Why on earth is this?
Mr McCartney: Perhaps I may say first that the
question itself reflects the nature of the City. Like
you, I am a trade unionist and am very much in
favour of the engagement of ethnic minorities, but
we have to work with the tools that we have.

Q196 Rob Marris:Whose board is it?
Mr McCartney: Quite rightly, the board is a joint
eVort between the Government and City to ensure
that the City remains in global terms the prominent
financial centre of the world and, with that, enables

the United Kingdom which has 1% of the world’s
population to punch above its weight. It is critically
important that that should be the case. I do not
dodge the question, but I am absolutely certain that
there is a need to change the attitude in British
boardrooms in terms of ethnic minorities, women
and the engagement of organised labour. This is all
true, but these are all complementary policies and
well worth pursuing. I have a duty to work with
those I need to work with. The truth of the matter is
that the leadership is in the City. I will not ignore
that because without its engagement we will not
reach the objectives we must reach. I am happy to
engage in the question—I do so on a regular basis—
of having more women and ethnic minorities in
Britain’s boardrooms and partnerships. All of that is
true and is complementary, but I cannot do that if it
means not doing what we are doing in terms of this
board. Every week and month that goes by when we
do not have the right strategy we will lose business
in the City of London and, with that, we shall lose
business downstream in the financial centres in
Scotland, Leeds, CardiV and other places which are
so important. I am not dodging the question; I just
think that it is a question that needs to be addressed
other than through the board.
Rob Marris: I suggest that if you wish, as I do, for
London to remain and grow as a world financial
centre things like this board need a diverse
membership. I suggest that even though no doubt
there is structural sexism in parts of the City in this
joint board, part of which is set up by the
Government and part by the City, you have the
balance wrong. I invite you to rethink that, because
unless you have that diversity the City will not
continue to thrive.

Q197 Chairman: I think the point has been made,
Minister. We are running out of time. As a cheap
shot, there is a female trade unionist on the board.
AlisonHook represents the Law Society which is the
most powerful trade union in the land as far as I am
concerned.
Mr McCartney: I will take on board what has been
said, but if you look at the membership of this body
it is all white male.

Q198MrWeir: In answer to Peter Bone earlier when
talking about Brazil you mentioned that along with
Argentina they were the major powers in Mercosur,
but how well is the United Kingdom doing in
priority sectors in Mercosur countries other than
Brazil, particularly Argentina?
Mr McCartney: Clearly, Argentina is smaller, but
significantly larger than Paraguay and Uruguay
which are very small marketplaces where little inter-
trade takes place. I do not believe that in the recent
past in respect of either Uruguay or Paraguay there
has been any approach to involve us in terms of
export guarantees for trading with those two
countries. Therefore, the resources in those two
countries are little and Paraguay is covered by our
colleague ambassador in Argentina.
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Q199 Chairman: I want to come back to Uruguay in
more detail later, so perhaps we do not need too
much on that country for the moment.
Mr McCartney: In Argentina the aerospace sector
has limited opportunities. We have however been
relatively successful. BA has recently sold Jetstream
to them and Rolls-Royce has an aero engine
operation that services both military and civilian
customers. Argentina’s two largest carriers have
sourced their requirements from Airbus rather than
Boeing. Despite the depressed nature of it we are
carrying out investment there. In terms of financial
sectors—banking, insurance and reinsurance—we
have beenmaking advances in that sector in terms of
penetrating the marketplace, but it is a diYcult place
to do work. We are developing a way forward in
relation to that. In addition, as far as ICT is
concerned this is an area where from UKTI’s
viewpoint there is potential for exports that could
exceed some of the other areas inwhichwe have been
engaged hitherto. A number of companies have
already established themselves in the marketplace in
Argentina, so that is another area where we believe
we can see growth activity.

Q200 Mr Weir: In Argentina we heard complaints
about the Government eVectively fixing prices in
some areas, sometimes by fairly colourful means.
Has the UK Government made any representations
on behalf of UK companies to the Government of
Argentina on policies relating to price-fixing?
Mr McCartney:No, we have not made any move in
that respect. Basically, we agree with fair and free
markets. The setting of prices is for them; that is
their responsibility.

Q201 Mr Weir:Have you had complaints from UK
companies trying to trade in Argentina that they are
being penalised in any way by price-fixing activities
by the Government of Argentina?
Mr McCartney:OV the top ofmy head—I apologise
if I am wrong—there is no evidence that that is the
case.

Q202 Chairman: It is right to record that sitting in
the embassy in Argentina we heard British
companies making precisely that representation to
this Committee, so it is rather surprising you have
not heard it.
Mr McCartney:There we are. I could come here and
bluV you, but I have no evidence that that is the case.
Chairman: To be fair, we know that British energy
companies are worried about the practices of some
of their counterparts in Europe.
Mr Weir: Many of the companies seem to be
unwilling to say publicly what they said privately. I
wanted to ask theMinister whether theGovernment
had been approached in this matter.

Q203 Chairman: One British company has been
very public.
Mr McCartney: This is not unusual. We have had
British companies in other marketplaces that have
had similar experiences, but when you ask for the
evidence they are unwilling to give it.

Q204 Chairman: The evidence is absolutely clear cut
on this one.
Mr McCartney: If that is in your report send it to us.
Chairman: I am genuinely disturbed. I can think of
two companies—I shall not name them in case I am
wrong—which have gone public about their
concerns relating to price-fixing in Argentina. This
was a big issue raised with us by British companies
in Argentina.

Q205 Mr Weir: But it is interesting that they do not
appear to have taken it up with the UK
Government.
Mr McCartney: I am more than happy to look at it,
if that is in your report.

Q206 Chairman:We will just check the public status
of their comments.
Mr McCartney: I have nothing in my brief to
suggest that.

Q207 Mr Weir: Referring to the other Mercosur
countries, obviously Venezuela has recently joined it
and I understand that Bolivia has applied for
membership and that application is being considered
at the moment. Would the accession of those
countries change the balance in Mercosur away
from the dominance of Brazil?
Mr McCartney:Overall, the answer is no in the sense
that it is such a dominant economy and it will
continue to be so. It will become verymuch a growth
economy in terms of trade, investment, its customer
and consumer base. Venezuela is an oil and gas
economy and will develop. Obviously, how that
develops under its leadership is a matter for that
country. I am sure thatMercosur will take all of that
into account in considering the implementation of
Venezuela’s Mercosur accession commitments.

Q208 Chairman: It has joined.
Mr McCartney: In July 2006, yes. But it still needs
to meet accession requirements. We will see how it
goes, and how long it remains amember. Aswas said
at the beginning, the question is whether this
organisation is sustainable. Some argue that it is;
some argue that it is not. From our perspective we
want to operate with it in an eVective, positive way.

Q209 Mr Weir: UKTI classes Brazil with Mexico
and others such as South Africa and the United
Arab Emirates in a 15-strong group of emerging
markets.We have received further information from
UKTI’s emerging market criteria, but is not
Argentina a promising emerging market as well?
Mr McCartney: This is a kind of moving feast, is it
not? Over the next five to 10 years you will see
markets develop. The thing about our emerging
market proposals and strategies is that they set all
the criteria and the volume of trade. In the end you
cannot cover the whole of the world’s marketplace
in a blanket way; you have to think strategically.
Thinking strategically and working in consultation
with UK industry and the trade associations, we
came to the recommendations that we did in UKTI.
That does not mean in future there will not be other



3644861003 Page Type [O] 23-06-07 08:24:16 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 35

20 February 2007 DTI/FCO, UKTI, DTI

economies that start to emerge in a very rapid way,
or there will not be niche markets that provide
opportunities for significant penetration. It maywell
be that some of the former SovietUnion andEastern
European countries will become emerging
economies and they may provide diVerent markets
in five years’ time. That is why we have to be
innovative and entrepreneurial in our approach,
which means we have to develop a role in Argentina.
We are doing that. It is not just Brazil and nothing
else. Argentina is an important area for us and we
will work in particular in goods and services. We
want to work with them, and will be doing so. Our
sector advisory boards are looking at how to develop
opportunities in Argentina. Argentina is not left out
of the equation. At this stage of our analysis of
emerging markets it is not quite at the level of these
other markets, but that does not mean it will not
get there.

Q210Mr Hoyle: Is it not right to say that Argentina
always repeats its history: it is always a “nearly”
market and never makes it? Is it not right to say that
the bubble will burst again? That is the impression
one receives and that is why we can understand that
not much emphasis is placed on Argentina.
Mr McCartney: That may or may not be true, but
for me it is important to maintain positive
relationships with Argentina, as do our posts there.
It is important to UK business interests. Argentina
has come a long way and we have to encourage it to
go even further in terms of its economic and social
welfare structures. There will be, and there are,
opportunities for the UK. It is a diYcult
marketplace particularly in terms of export
guarantees that people want, but we shall work as
best we can and provide a good service to UK
companies that want to export or invest there.

Q211 Rob Marris: I want to step back a little to the
UKTI position as a whole before returning to Brazil.
I understand that UKTI spendsmoney to encourage
or assist UK business to invest overseas. Why?
Mr McCartney: The short answer is that we need an
organisation that can work with British industry to
secure for our country the best advantages possible
in trade and in terms of inward and outward
investment. Why? As a country we have 1% of the
world’s population and have between 5% and 7% of
world trade depending on what sectors you put
together. As the global economy intensifies the
world’s productive capacity and spending powerwill
shift eastwards, and it is critically important that
economies like that of the UK are able to compete
by going upmarket, not downmarket. That means
we need an organisation that can provide strategic
support and help both to individual companies and
sectors and work with industry to identify what
those sectors are and then be able in a stable
economic environment, taking both the public and
private sector, to give British industry the best
chance to perform well.

Q212 Rob Marris: I understand all that, but it is the
encouragement of overseas investment on which I
focus. Why should we spend taxpayers’ money to
encourage UK companies to export British jobs and
to do that which they have been doing successfully as
mercantile and financial capitalists for the past 200
years, namely investing overseas?
Mr McCartney: If you look at the UK’s
performance in terms of inward investment—this
point transcends partisan politics—we are now the
largest recipient of inward investment in the world.
In European terms we have over 40% of all US
inward investment. Over the past decade that
investment has gone into the third generation of
R&D research and science and the improvement of
productive capacity and the ability to service new
parts of the world economy. Without that inward
investment we would simply see the UK losing
investment and jobs.

Q213 Rob Marris:Minister, maybe I have not made
myself clear or perhaps you put it in a broader
context which I fail to grasp. I am not talking about
UKTI resources being spent on encouraging UK
inward investment; I am talking of UKTI resources
being spent on encouraging or assisting outward
investment into other countries, for example Brazil
and Argentina. I am not talking about the export of
goods or services but investments by companies such
as Pilkingtons, when it was a UK company, in
Brazil.
Mr McCartney: Looking across the globe, in what
are we asking British companies to invest? There are
public/private partnerships. A UK company based
in CardiV Bay has a huge investment in shipbuilding
in China. It remains a UK company and employs
more people in the UK than it did a decade ago. It
survives and builds ships in China. The same goes
for oil and gas exploration and issues to do with
high-technology. Rebuilding work on the Yangtze
river, improvements in transport infrastructure, the
construction of a new airport and improvements in
the environment have been provided by British
companies. Why not?
Rob Marris: Minister, that is the export of goods
and services.
Chairman: I intervene from the chair to say that we
do not have time to pursue this philosophical point
any longer. We will come up against it with Andrew
Cahn again next week when we consider UKTI’s
investment strategy. Let us move back to Brazil and
Mercosur.
Rob Marris: When I was with the Committee in
Latin America I heard a story. In Turkey our
ambassador had a retirement party because he was
being removed from the post. The PrimeMinister of
Turkey specifically came to the leaving party. The
ambassador thanked the Turkish Prime Minister
whose response was, “I am coming to say goodbye,
but I am really here to say goodbye to your wife
because she speaks such good Turkish and I have
enjoyed talking to her whilst you have been in post
in Turkey.” I have been told that theUKTI is cutting
back or even eliminating language training for
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spouses of UKTI oYcers who are being posted
abroad. Have you heard that? It seems very
surprising and counter-productive.

Q214 Chairman:We are straying well away from the
list of questions. Perhaps we may have a brief
response.
Mr McCartney: No.

Q215RobMarris:Minister, perhaps youwould look
into it and get back to us.
Mr McCartney: I shall look into it, but it is the first
I have heard of it.

Q216 Rob Marris: Has UKTI’s annual strategic
sectoral review been completed and, if so, can we
have a copy of it? If not, when will it be completed?
Mr McCartney: It has been completed, as I
understand it, and I am happy to send the
Committee a copy.

Q217RobMarris:Howbig isUKTI’s annual budget
for priority markets? What percentage of that
budget is devoted to Brazil?
Mr McCartney: Without dodging the question, we
are currently in discussion on the CSR. The UKTI
budget comes from three diVerent administrative
components: one is a DTI component; one comes
from the Foreign and Commonwealth OYce; and
the third one comes directly from negotiations in the
form of a programme budget. That is the budget in
which I am particularly interested. I am in ongoing
discussions with the Treasury about that. The
outcome of those discussions over the next three
years will not depend on the shape of UKTI and its
structures; that has already been agreed and
developed. The programme of recruitment,
reallocation and redistribution of resources is
almost complete in the marketplaces. But the
programme budget when finally agreed will be
concerned with the types of programme services that
it will provide for companies and sectors in the key
marketplaces, of which Brazil is one. In
administrative terms the budgets have been set and
that was why we were able to reallocate additional
resources in terms of human eVort. That is what we
have done as part of the process, as we have done in
the emerging markets in India and China. We have
not taken account simply of emerging markets; we
have taken account of traditional marketplaces like
the United States which, because of globalisation,
are themselves changing. We are moving investment
from, say, the north east of theUnited States into the
new and emerging markets in the American
economy, like the south west and western states. We
are moving resources around the globe either to
emergingmarkets or changing traditional markets. I
will come back to the Committee with the
conclusion of those discussions. Rather than give
last year’s figures, which I will send to the
Committee, I would rather give an update of the
discussion. I think that you are more interested in
that.

Q218 Mr Weir: Minister, throughout the session
you have mentioned investment by UK companies
in Brazil. Do you think the UK is attracting enough
inward investment from Brazil?
Mr McCartney: It is miniscule; it is only £77 million.
We would like to encourage it. I do not want to go
back to the debate with your colleague about
Brazilian steel. Yes, it is an area that needs to be
improved. It is dramatically low for the size of its
economy and potential.

Q219 Mr Weir:We have heard that there is to be a
new inward investment team in Brazil. Is that up and
running as yet?
Mr McCartney: It is part of the new team that we are
putting together. Has it produced results yet? The
answer is that we have not seen any so far.

Q220 Mr Weir: Is it up and running yet?
Mr McCartney: The oYcers are in place as part of
that new team, as I understand it.

Q221 Mr Weir: But there have been no early wins
from it so far?
Mr McCartney: Not to my knowledge.

Q222 Judy Mallaber: I want to ask about the way
that UKTI resources are focused. It appeared to us
that there was some confusion about the interplay
between the sectoral approach and country-based
approach in UKTI strategy, and whether what we
were doing was to focus primarily on UKTI
assistance in country-based programmes, for
example directly withBrazil, or looking at it more on
a sectoral basis regardless of countries. Can you
explain the thinking behind the balance with which
UKTI looks at that?
Mr McCartney: In terms of targeting resources, we
are looking at each of the key marketplaces and
what advantages we have and the areas we can
penetrate those markets. What are the sectors to
which we can gain access and in which we can do
significant trade either directly or in partnership
with existing companies in the country concerned?

Q223 Judy Mallaber: Are you saying that you are
looking primarily at the country as the marketplace,
say, Brazil, or primarily at the broader sector and,
going from that point, looking at particular
countries?
Mr McCartney: Obviously, we look at the country
and in the country there will be sectors where we can
have a distinct advantage. It is a matter of
identifying with industry or the financial services
what those sectors are and then providing resources
in country and back here to achieve penetration of
those sectors. That is why we have set out the
priorities for next year which I have already placed
on record. It is a consistent policy. There is no point
in selecting a country and then taking no account of
its marketplace, its consumer needs and what our
skills are. If we do not do that we will get nowhere.
That is why a great deal of political, economic and
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industrial intelligence is gathered to secure what we
consider to be the best bet to gain access to the
marketplaces in those countries.

Q224 Judy Mallaber: I think that is a slight
misunderstanding in the context of my question. I
also understood that UKTI looked at, say,
aerospace or the biotech industry, not just in relation
to a specific country. It takes a sector and looks at it
overall and decides which countries should be
concentrated upon to assist the companies in that
sector. How does that match up with when you start
by looking at a specific country like Brazil and
identifying the marketplaces within it? Where is the
priority? Do you start oV by looking at a sector and
companies in that sector and where in the world you
can focus upon, or do you begin by looking at the
country? How do you marry the two?
Mr McCartney: Obviously, you make a profile of
each of the countries in which you are working.
There is no inconsistency here. Within Brazil’s
profile there will be glaring examples of the sectors
where we as a country can gain advantage, and it is
those sectors on which we will concentrate. It is also
true that there is an emerging R&D potential in
terms of energy security and climate change. We are
potentially a market leader in research and
development into new products in new
marketplaces. Obviously, we will sit down and look
at that sector in a global sense and then look at the
market opportunities for that. We will do that as
well. As with the aerospace industry, there are global
opportunities and there are also specific
marketplaces where one has to negotiate specific
contracts. There is no inconsistency with the policy.

Q225 Judy Mallaber: Can you give any breakdown
of the proportion of resources that goes into global
analysis of sectors and specific country-based
analysis? Is it possible to do that? I am not saying
that one or the other ends up being the most
eVective, but I am very unclear as to the balance of
analysis and resources.
Mr McCartney: I shall have to send you details of
that. I may be wrong, but I do not see us spending
time doing a budget in that respect. We have good
economic intelligence in terms of themarketplaces in
which we want to operate, and we have good
working relationships in terms of the end uses that
impact globally, alongside those small and medium-
size enterprises that have niche markets. We put all
that together and provide a service. There is no
inconsistency in that. But if the Committee would
like me to give a breakdown of resources that we
expend in these fields I am happy to provide it, if we
have it available.

Q226 Chairman: I feel rather sorry for UKTI staV
both in London and in post because they keep
having conflicting priorities. One day it is all sectors;
then it is emerging markets; then it is a country
focus; then it is new exports; then it is all done
through the RDAs. UKTI seems to have constantly
shifting priorities which are quite diYcult to
manage.

Mr McCartney: I do not accept that for a second,
and I am not being defensive about it. UKTI was
reorganised for the simple reason that we did not
want an organisation that was not fit for purpose in
the face of the challenge of globalisation. This was a
good organisation, but the challenges that it faces
now and in the next decade are diVerent from those
10 years agowhen it was called something other than
UKTI. It had a range of names. To reorganise its
strength and to co-ordinate it so it takes account of
the changing marketplaces we live and work in is
important. If we do not do that we are not providing
the service that British industry needs.

Q227 Chairman: We shall come back to that with
Andrew Cahn next week. In the context of Brazil
and Mercosur with the new emphasis on new and
emerging markets what you are doing net between
2005 and 2010 in South America is to cut staV by 1.5
full-time equivalent posts. That was a Parliamentary
Answer to a question which I struggled to obtain. It
has been said there is a huge focus on Brazil. What
it means is that there will be twomore posts in Brazil
over a five-year period. I do not get a sense of a huge
shift in priorities within the organisation.
Mr McCartney:My figures show that there are 52.7
UKTI staV working in Mercosur and that will
increase to 55.7 during the coming financial year
(2007–08). The Paraguay market is served by our
embassy staV and ambassador only in Buenos Aires
on a case-by-case basis given the size of that
marketplace and our engagement with it. As to
programme activities, we are part of the
comprehensive spending review.

Q228 Chairman: The figures that you are giving me
are diVerent from the ones provided in the
Parliamentary Answer. By my reckoning, at present
we are well below 50 in the Mercosur countries
according to the answer in front of me, but we will
explore it later. What I have here shows that for
Brazil it was 39 in 2005.
Mr McCartney: What is the date of the
Parliamentary Answer?

Q229 Chairman: It is dated 6 February of this year.
Brazil is at 39 UKTI full-time equivalent staV in
2005, and it is 41 in 2010. That does not suggest a
huge shift in priority.
Mr McCartney:With respect, it is an increase in staV
in areas where we want to improve. Remember that
the staV are already there; they have already been
allocated work programmes. This is additional staV.

Q230 Chairman: But a net increase of two staV for
Brazil which is the subject of huge focus for UKTI
has been achieved by ending all representation in
Uruguay. You have taken the 1.9 people inUruguay
and moved them to Brazil.
Mr McCartney: Yes; it is a priority.

Q231 Chairman: In UKTI’s evidence to us I read:
“Uruguay’s hallmarks are political stability and low
corruption, combinedwith an open financial system.
These are important assets, given the relative
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instability of some of Uruguay’s neighbours.”
Uruguay does not have many neighbours: basically,
we are talking about Brazil, Argentina and
Paraguay. “Companies interested in Uruguay
appreciate the high general level of education and
the overall infrastructure quality. Uruguay has the
highest level of literacy in Latin America and a
number of good universities.” Tata Consultancy
Services has recently made Uruguay its
headquarters for the whole of South America
because it was attracted by precisely those things. I
have seen British investments in Uruguay which are
doing extremely well in that market. There is huge
opportunity and yet in the result we just end it.Why?
Mr McCartney:We are not ending investment in the
area. Remember that Uruguay is our 105th export
market with a population of three million. It is a
small market and will continue to be so. We are able
to service it in a diVerent way, and quite rightly so.
No one suggests for a moment that UKTI has the
resources to cover every single country and market.

Q232 Chairman: But trade is a very important part
of foreign diplomatic policy these days.
Mr McCartney: But it is covered in a diVerent way,
as is Paraguaywhich is the 144th tradingmarket.We
have both. You cannot pick and choose. You are
talking of all of the countries in the region. I am
answering your question. Uruguay and Paraguay
are countries that are well down in terms of the
relationship and in terms of trade and, therefore,
they are managed diVerently. Companies going into
them will get a service but a diVerent one.

Q233 Chairman: How will they get a service in
Uruguay from now on? There is increasing evidence
of British interests in Uruguay. Another major
investment is to be made by an aerospace company
there at present. Linpac have a very successful
operation there.
Mr McCartney: But we still have an embassy and
staV in Uruguay.

Q234 Chairman: The embassy will have two full-
time British diplomats and that will be it.
Mr McCartney: But diplomats are trained in this. A
decade ago there was a change in the whole culture
of diplomatic posts. Today everybody who works at
a diplomatic post has a brief in terms of developing
UK interests in trade. That is the reality of it, and in
this post those who are there will do that. There is
specific work to be done. It will be done in post, and
if there is a big trade deal or investment there
resources will be made available to meet it, but it is
done on that basis.

Q235 Chairman: But if Mercosur develops as the
participant countries hope—I appreciate that at
present there is some debate about Uruguay’s
nascent relationship with the United States of
America—the institutions of that body will be based
inUruguay and therefore it will become the Belgium
of Mercosur. It seems very odd that at this stage in

the run-up to Mercosur, which you talked about so
lyrically earlier, eVectively you are ending our
commercial representation in that country.
Mr McCartney: We have an embassy in Uruguay
and we will continue to have diplomatic investment
in that country.

Q236 Chairman: How many diplomatic staV do we
have in Uruguay?
Mr McCartney: If you do not mind my saying so, in
earlier question there was discussion about whether
or not Mercosur would ever develop further than it
has. At this point, with scarce resources you cannot
ask me to start shifting resources around the globe
to a country which is the 105th export market when
there is no guarantee of any future development of
Mercosur, and to do it by taking resources away
from a marketplace which, if it increased its
potential by only 1%, would represent tens of
millions of additional exports and potential jobs. It
is about prioritisation.

Q237 Chairman: What is interesting, Minister, is
that Uruguay is a very long-standing friend of
Britain and over the years it has been very helpful to
us. What they see is a steady downgrading in the
total diplomatic representation in the country. Not
looking just at Uruguay but more generally, do you
think it is always wise to separate out so rigorously
our trade representation from our broader
diplomatic representation, because the outside
world sees British diplomatic interests in these
countries being reduced? That may be contrary to
our broader interests, leaving aside our trade
interests.
Mr McCartney: I have just said that all of our
embassy staV in whatever country they operate have
as part of their role British trade interests and
investment interests and will operate as such. They
are connected with and can utilise the full gamut of
our services and will draw down on them as
required. It just means that it is done diVerently in
Uruguay from the way it is done in Brazil.
Chairman: I think that we will have to agree to diVer.

Q238 Mr Hoyle: Minister, I think it ought to be
looked at again, because Mercosur’s headquarters
are there and growth will take place there. UK
industry is more attracted to Uruguay now. I feel
that the staV reductions—we have not had the figure
from you—that have taken place over the past 10
years have been significant. There is now a very small
staV based in Uruguay. We keep hearing about
where Paraguay features in the list. The fact is that
we do not even have an oYce in Paraguay and we are
now selling the embassy. I think that we have
disposed of half of it and the other half is up for sale.
This is about Uruguay. What can we do to ensure—
I know that resources are scarce—that the emphasis
goes back to Uruguay to build up the post and the
commitment that UK industry is looking to use? As
the Chairman said, the fact is that Mercosur’s
headquarters are based there and we ought to have
representation there.
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Mr McCartney: I should like to know about your
figures for increased involvement in UK trade and
investment.

Q239 Mr Hoyle: I visited Linpac—I do not know
whether you have been there—which is a huge
investment by a Yorkshire company. We know that
there is an aerospace company that has been looking
at what it can do in the armed forces, so there are
opportunities for UK companies.
Mr McCartney: But those companies including
Linpac may have used our services there. When the
initial report was done the reason it was downgraded
and resources were moved was the lack of interest in
the services there.

Q240Chairman: I think you will find that in terms of
inquiries per staV member it is the highest in South
America. There is no lack of interest in Uruguay;
you have just decided to find a few extra people to
shove into Brazil and the only way you can aVord to
do it is by closing Uruguay. That is the truth.
Mr McCartney: I disagree with that entirely.
Chairman: I should be interested to see figures
showing the level of inquiries per staV member
employed across South America. I think you will
find that Uruguay comes out very highly on that
basis.

Q241MrHoyle:Wearemoving the chairs round the
table, because we have just moved staV from
Uruguay to Brazil. You may think that that is the
right decision, but the bottom line is that it is not an
increase in staV; it is just moving them round.
Mr McCartney: No. It is an increase in investment
in one of the biggest emerging markets in the world
where we have been under-performing.

Q242 Chairman: I think we are going round in
circles, but I just make the point that Brazil is going
up by two and the total of Latin American staV is
downby 1.5 over a five-year period. These are hardly
huge figures.
Mr McCartney: But it is in addition to significant
staV input already in the marketplace.

Q243 Chairman: We are saying that Mercosur and
the emerging markets there are important and our
reaction as a country is to reduce our representation
overall in the total markets.
Mr McCartney: I can only say to you again that in
terms of this country’s trading interests the two
marketplaces we are talking about are 144th and
105th. I believe that the Chairman nodded in
agreement to a point I made earlier. We have to
prioritise and we should not begin to consider
fantasy worlds here. The reality is that there is a
finite amount of resources andwe are investing to get
the best bang for our buck, and quite frankly that is
the best way to do it.

Q244 Chairman: But what you are prioritising are
the cuts, not the increases. Brazil is not getting a
significant increase. Just as Mr Hoyle said, you are
shuZing the chairs around. These are friendly
questions,Minister, because we intend to help you in
your negotiations with the Chancellor of the
Exchequer. You are getting support, not aggression,
and you should embrace it warmly. This Committee
may be concerned about your overall resource
levels.
Mr McCartney:Whoknowswhat I do in the privacy
of negotiations? It is the first time I have been able to
attest that an increase in staV in Brazil can be judged
as a decrease. It is not; it is an increase in resources.

Q245 Chairman: No. I am saying very clearly that
there are two more people in Brazil and 1.5 fewer
overall in South America over five years. That does
not seem to me to be huge. These are very small
changes. Minister, you said that you wanted to leave
at half-past 12. You have Foreign OYce Questions
to deal with this afternoon when I am sure other
important issues will be raised. We are genuinely
grateful to you for coming with your oYcials and for
the support and interest we get from UKTI staV in
preparing our very good briefing material and in
terms of written evidence provided to the
Committee. You have promised a lot of additional
written material. I feel sorry for your staV who have
to provide a lot more, but we appreciate it.
Mr McCartney: I will have to bring them back from
Brazil to answer them.
Chairman: Thank you very much.
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Witness: Professor Sir David King, Chief Scientific Adviser to HM Government, Head of the OYce of
Science and Innovation, gave evidence.

Q246 Chairman: Sir David, we are very grateful to
you for sparing the time to come and see us. We met
you at the beginning of our inquiry into trade with
just Brazil, and the subject has widened into trade
with Mercosur, and now you are our very last
witness at the end of the inquiry, so you provide the
bookends at both ends and, I am sure, a great deal of
illumination as well. Before we get into the evidence
session itself on the subject on the order paper, as it
were, I feel I ought to ask you one question having
listened to the Today programme this morning with
my usual thoroughness, about the concern expressed
by some of your civil service colleagues apparently
about a £100 million cut in the science budget.
Professor Sir David King: The concern was
expressed by several of the research council chief
executives—who are not civil servants; the research
councils are at arm’s length from government—and
there is a very real concern they are expressing about
the loss of a sumof the order of £100million this year
in the process of settling the DTI’s budget. I think
the good news on that is that we have an assurance
from the Treasury and from the Secretary of State at
the DTI that the baseline funding for the research
councils as we go into the next spending review is the
higher figure, as it should have been.

Q247Chairman:Myunderstanding had been, unless
I havemisunderstood completely, that actually there
had been some kind of underspend which was being
clawed back, and there is no cut at all. Is that
accurate?
Professor Sir David King:Yes. The sum that is being
used is the underspend by the research councils for
the current year but, just looking at it from a
research council point of view, that was part of their
budgeting process and I accept that this is the case.
In other words, with the rising demand, because of
the move to full economic costing, the final year of
the spending review round was likely to be the year
of heaviest demand on their budgets, so I think there
is some real concern being expressed by the
research councils.
Chairman: That is a helpful clarification, and I am
grateful to you, Sir David. We will turn now to the
main agenda.

Q248 Mark Hunter: Could I start with a few
questions, please, about Brazil and the Year of
Science which has stimulated our interest? We do
not in the normal context of these inquiries have the
opportunity to have the Chief Scientific Adviser in
front of us, but as we have today it seems a useful

start point. Our interest was stimulated by learning
that 2007 was designated as the UK-Brazil Year of
Science. Could you tell us a little bit more about
that? For example, the factors that made the
Government perhaps decide to enter into a Year of
Science with Brazil? We had not heard of the
initiative previously and we would be interested to
hear a little bit more from you about it.
Professor Sir David King: In the first instance, to give
you background information, I am the Chairman of
the Government’s Global Science and Innovation
Forum, a body which brings together all of the
government players in the international scene on
science and innovation, and this includes the
Foreign OYce, DfID, DTI, UK Trade and
Investment, British Council, Royal Society and
Defra—I have left a few others out—

Q249 Chairman: We will be asking some more
questions about that particular organisation later, if
we may.
Professor Sir David King:Right, but what we looked
at were four areas of focus when we look at our
interaction with other countries. These were around,
on the one hand, research; secondly, innovation;
thirdly, influence and, finally, development, and
having analysed all of our major partner countries
Brazil was chosen under the heading—and this is
why I wanted to mention this—of influence. While
we could see certain strengths in innovation and in
scientific research that was not felt to be strong
enough to raise Brazil into the category of preferred
partner whereas the influence one was, so in terms of
influence: Brazil is one of the five rapidly emerging
economies on the one hand, and, on the other hand,
the whole climate change/energy/biodiversity
agenda was very strongly in our minds in choosing
Brazil. In terms of the Year of Science, the previous
Year of Science was in China and I think this was a
highly successful enterprise. As a matter of fact at
the end of that year I went out to China for a big
ceremony to close it only to be met by the Chinese
asking us to continue it for a further year, and now
we are moving into the same with Brazil. Despite
what I have just said we do have a significant
presence in Brazil through the Embassy; we have
three science and innovation oYcers in Brazil; and
this again does reflect the importance that we attach
to our work with Brazil. In the Year of Science we
have already decided on the themes, the objective to
promote awareness in Brazil of UK excellence in
science and innovation and to strengthen
collaboration between the two countries, but as we
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found very successfully in the Chinese case, this is a
useful thing to do, we have decided to focus on five
themes. The themes are in turn, firstly, planet Earth,
where we are looking at these issues of climate
change, energy, renewables, agricultural science,
animal health and biodiversity; secondly, human
life; thirdly, reaching beyond, that is stretching into
the sciences of the future of nano technology and
advanced engineering; creativity is the fourth one—
digital content, media, design, intellectual property;
and then, finally, linking up science co-operation,
science policy issues.

Q250 Mark Hunter: No one can accuse you of
having a less than ambitious focus, anyway! You
paint the picture that obviously this initiative is
important in its own right but we visited Brazil and
Argentina last autumn and spent time in Sao Paulo
with, amongst others, government representatives
and UK government representatives, and this whole
UK-Brazil Year of Science did not crop up in
conversation. Is it something that is suYciently well
publicised, as far as you are concerned, or is it a
scheme perhaps that might benefit from a little bit
more promotion and publicity?
Professor Sir David King: The launch of the scheme
will take place next month when I am in Brazil, so I
will be involved in that process, so we have been
working at this point very closely with our
Ambassador and with our team out there. We have
seconded a fourth person to join the team from my
oYce to strengthen it. When we launch it we will hit
the public waves but not until we do so, and the real
test, I suggest, would be if you told me in a year’s
time that people did not know it had happened.

Q251 Mark Hunter: Could you tell us a little bit
more about the recent developments with your plan
for the formal launch, and where are you at in terms
of what has happened so far in preparation for the
launch? What form will that take and what can we
expect when it does all formally start?
Professor Sir David King: It will develop through a
series of public lectures, largely by UK academics. It
will involve science fairs which are networking
opportunities. There will be interactive events,
structured discussions between UK and Brazilian
stakeholders on particularly chosen areas where we
have a common interest, and a series of research
workshops. The workshops are where we are
beginning to get into the detail, but on the first three
of these we are in quite an advanced state.

Q252 Mark Hunter: Can I ask specifically about the
UK-Brazil Joint Plan of Action on Science,
Technology and Innovation, which I gather was
signed in March of last year, obviously the Year of
Science being a major part of that. Does the UK
have any plans to have similar initiatives with other
countries, or is there something special about Brazil
in this context which is what has made the
Government decide to have that?
Professor Sir David King: The Joint Plan of Action
is the five year strategy—is that what you are
referring to?

Q253 Mark Hunter: Yes. It was signed in March of
last year, I think.
Professor Sir David King: It was signed by myself
and Minister Rezende during the State Visit of
President Lula in March 2006. The plan aims to
promote and support concrete co-operative
initiatives on the basis of mutual advantage, that
was basicallywhat we signed, with a series of priority
measures spelled out: health, agriculture, climate
change, nano technology and science and
technology management. As you will see, we are
planning to deliver on all of these under those
diVerent headings—

Q254 Mark Hunter: But my point is: is Brazil a
special case? Is there something specific that meant
we wanted to have this formal situation specifically
with Brazil as opposed to any number of other
countries that might have merited consideration?
Professor Sir David King: Brazil, one is tempted to
say, is a special case because the President was in the
UK, but a more serious side to this is we are back to
the fact that Brazil is one of the five rapidly emerging
economies that the British Government is very keen
we establish good relationships with, and science
and technology are seen to be one of the means of
delivering that better relationship. I could be more
explicit in the sense that I will then tend to repeat
myself and come back to the issues of climate
change—and that is related to Brazil’s key position
on the G8 plus 5 group that the Prime Minister set
up during our G8 Presidency—and energy
technologies, but also looking at creating added
value from the forests, so the potential for finding
new pharmaceuticals from the biodiversity of the
tropical forests.

Q255MarkHunter:Moving on to a slightly diVerent
point, we have a Joint Commission on
Collaboration of Science, Technology and
Innovation with China, India, Japan, Russia and
South Korea, I think I am right in saying. Given
your answer to the previous question and clearly the
importance of this project with Brazil, why do we
not have a Joint Commission on Collaboration on
Science, Technology and Innovation with Brazil?
Professor Sir David King: During this Year of
Science we have allocated a budget frommy oYce of
£100,000 in total, the first £50,000 to assist the
Ambassador to establish the Year; the second
£50,000 to establish networking arrangements as we
move forward in time all leading up to the possibility
of adding Brazil to that group, but no decision has
been made at this point.

Q256 Mark Hunter: So it is designed in part at least
to address that issue, is it?
Professor Sir David King: And it is scoping the
ground for that.

Q257Mark Hunter: Finally for now, we understand
there are matched funding networking schemes with
China, India, SouthAfrica and SouthKorea, andwe
know that the UKTI evidence to the Select
Committee talks of a £50,000 commitment to a new
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UK-Brazil fund along the lines of those schemes but
that confirmation of matched funding from the
Brazilian side had still not been confirmed. Has that
actually happened as yet, or are we still waiting?
Professor Sir David King: The £50,000 you are
referring to is the second half of the £100,000 I have
just mentioned. That is coming from the British side,
and at this point in time we have not yet discussed
with the Brazilian side matching funds.

Q258 Mark Hunter: That is fine. On the European
Union perspective, does the European Union
collectively or Member States individually have any
frameworks with Brazil on science co-operation?
Are you aware of anything happening on that level?
Professor Sir David King: I am not aware of that but
our analysis indicates that in terms of collaborative
research—One metric of this is co-published papers
with Brazilian and British scientists, and if you take
it as a total of Brazilian co-published papers the top
country for collaboration is clearly the United
States. Something like 40% of all co-published work
is with scientists in America. France is number two
and we are number three, so we are number two in
the European Union, not far behind France. I seem
to remember the number is 11% of co-published
papers for the UK,1 so there is an indication that we
have some basic strength there. I should tell you
perhaps as a backdrop to this that I published in
2004 a fairly detailed analysis of the scientific
strength of nations, and my analysis was based on
citations and Brazil came 17th in the table on that,
so this is why I am sayingBrazil is not one of the high
nations in terms of scientific impact that we would
see as crucial to interact with today, but Brazilian
science is growing in strength year-on-year. In terms
of volume of citations with Brazil over the period
1980 to 2000 it increased from 0.4% of world impact
to 1.4%, so Brazil is rising up that table quite rapidly.

Q259 Chairman:That may explain in very large part
what I detect is your very strong personal interest in
Brazil? Is that the case? Do you have a strong
personal interest?
Professor Sir David King: I do, basically because as
a research scientist I had been to Brazil on a number
of occasions. I have on-going collaborative research
with scientists in Venezuela and in Brazil but that is
where my personal interest lies.

Q260 Chairman: Let’s look at the strength of the
Brazilian science and research base, if we may. Do
you think there are any particular areas where Brazil
is strong compared with other countries? Obviously
we think about biotech, but maybe other issues like
stem cell research, where perhaps they have a more
liberal attitude than other countries in the scientific
world? I do not know. Is there anything particularly
relevant to our expertise we should be tapping into
in Brazil, being more specific than the general titles
you have already given us?

1 See Q296.

Professor Sir David King: The most important thing
I can say is that President Lula announced a
£2.5 billion project to be spent over 10 years on using
the forest biodiversity as a resource for science
innovation and wealth creation for Brazil. I did
speak personally to President Lula and he felt that,
given the enormous strength in the life sciences,
medical sciences and pharmaceutical sciences in
Britain, Britain would be their preferred partner in
this area. Having said that I think he would also
acknowledge that the current state of Brazilian
science in those areas is not that strong. They have
got some really remarkably good developments,
however, in the area of vaccines, where they have
developed through a number of their research
laboratories some very eVective vaccines which they
are distributing throughout Brazil.

Q261 Chairman:From the biodiversity of the forest?
Professor Sir David King: I think some of that has
come from the biodiversity of the forest.

Q262 Chairman: I am trying to picture in my mind
what it is that Brazil actually has to oVer. We think
in this country perhaps of ethanol and bio-energy as
a starter, and there are always concerns about
deforestation which I think are probably misplaced;
that probably is not the issue. But we have talked
then about the way in which they can benefit from
the biodiversity they already have in their country,
whereas so much talk is about the loss of their
biodiversity. Can you talk a little bit more about
that?
Professor Sir David King: I think it is quite clear that
the notion of adding value to protecting the forests
by using the forests as a resource is what underlies
much of this. The biodiversity we are referring to is
not only animal but plant as well, so as we move
forwardwith sustainability being amajor part of our
agendawewould see this as an important resource to
turn into value. Now, it is one of those things where
considerably more eVort is required even to develop
the proof of principle underlying those statements. I
think we all know that science and technology
developments are often based on what nature has in
reserve. For example, the development of aspirin
arose from the fact that we knew people chewed a
certain kind of bark from a certain kind of tree when
they had headaches, and extracting the active
component led to the development of aspirin as an
economic advantage as well as a health advantage.
Now, there are many, many more such remedies
used by local people in the forests that are still to be
developed and where, as I say, innovation is a
potential benefit. One of the issues in our discussion
with the Brazilians will be around the issue of IPR:
in other words, protecting the wealth creating
processes that emerge. I say that is an issue because
I think the discussions I have had in Brazil indicate
a certain pride in making their discoveries available
on a broad scale, and if you look at the potential for
international development that is perhaps not the
best way to go forward.
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Q263 Chairman: This is more of an economic
question rather than a scientific question but do you
think there is potential economic benefit of a
suYciently high level from the exploitation of the
biodiverse forest to counter the very direct financial
benefit that comes from deforestation?
Professor Sir David King: Logging is quite clearly a
big industry that is diYcult to counter but I think the
answer to your question really lies in the following.
Loggers tend to move into an area of the forest and
remove an area before they are discovered and then
move out. The local people have in the past not been
empowered to even call in the government and say:
“The loggers are removing our forest”. One part of
adding value through the exercise we are now talking
about is the process of empowering local people, so
that they see value themselves. For example, one of
the aspects of adding value to the forest is from the
value that the water flowing through these forests
has for farmers further downstream where the water
going through a forest will provide very fertile water
for the farmers, whereas water going through a
logged area adds no fertility. Now, persuading local
people in the forests to set upmeasurements of water
flow and charging farmers further downstream is
one aspect of this process that has proved successful
in some areas. This simply gives the incentives to the
locals to hang on to the forest.

Q264 Chairman: You have already talked about
cross-departmental work in answer to an earlier
question, and I can see how important that is. There
is a cross-departmental sustainable development
dialogue with Brazil I believe, which promotes
collaboration and exchange of good practice on
sustainable development and integrates
sustainability in the UK’s bilateral relationship with
not just Brazil but also China, India, Mexico and
South Africa.What is the involvement of your oYce
in that initiative?
Professor Sir David King: The major involvement
that my oYce has had arose from a visit I made to
Brazil in which I investigated with several ministers,
including agriculture and science, the issue that you
have already raised which is converting sugar cane
into alcohol as an alternative to sugar production,
but also on the other side of that enabling alcohol as
a fuel through the vari-fuel device used in cars in
Brazil. Out of those discussions we set up a scoping
study for southern Africa on converting that
technology across into southern Africa—

Q265 Chairman: This is the UK, Brazil, South
Africa—
Professor Sir David King: Yes, so I suppose I could
say I was the instigator of that process. The outcome
has been that the Chancellor signed an agreement
with the Mozambique government to assist in the
process to focus initially on Mozambique, and that
is progressing well. Our scoping study indicates that
for the country of Mozambique they could reduce
their oil imports by 40% by converting to sugar cane
growth and converting that into alcohol and
mimicking the Brazilian process, and here Brazilian
technology is quite simply world-leading. It is not a

simple process and they have, since the 1980s, been
refining it over the years, so there are very real
benefits in that particular agreement.

Q266 Chairman: Can we be clear whether the
UK-Brazil-South Africa bio-ethanol partnership is
with South Africa or southern Africa?
Professor Sir David King: Southern.

Q267 Chairman: What mechanism do you use to
bring together the countries of southern Africa?
Professor Sir David King: The joint dialogue was
signed on a visit by Margaret Beckett to Brazil. The
Chancellor, as I say, went out to Mozambique and
signed that. The process has enabled the discussions
to be facilitated with the key members of the
Brazilian technology partnership.

Q268 Chairman: That is very helpful. On ethanol, I
am curious to know how much attention we should
pay to this issue? There is growing concern about the
actual carbon implications of biofuels which have
always been assumed to be a good thing, and also
with the high levels of commodity prices at present
the economics of it may not look quite so attractive
either. Is this a very fruitful area of collaboration
between Brazil and the UK?
Professor Sir David King: If you look at the
economics of biofuels they are very sensitive to the
input feedstock, so sugar cane is easily the best input
both from an economic and from a carbon cycle
viewpoint. Maize and beet are the alternatives,
wheat is another possibility. Now, maize to alcohol
is a very ineYcient process so economically, for
example, it is considerably more expensive and not
competitive, but sugar cane to alcohol in those areas
of the world—and southern Africa, Brazil,
Australia, the West Indies would be examples where
the climate would be perfect—would produce very
competitive fuels, even at the lower prices today.

Q269 Chairman: So sugar from an environmental
and economic perspective is your preferred option?
Professor Sir David King: Yes.

Q270 Chairman: One last question from me about
the modalities, the practicalities of co-operation
with Brazil. Is the Year of Science looking at links
between UK companies, Brazilian companies,
higher education institutions, or universities? What
is the nature of the link you are seeking to build?
Between what kinds of organisations?
Professor Sir David King: “Yes” is the answer to all
of those, in the sense that it is a science and
innovation driven process, so it is looking at the
whole process of science co-operation, technology
and innovation, so it has to involve both the research
sector in our universities and the research sector in
our industries and theirs, but also the full panoply of
the UK trade and industry interests in raising the
profile of British industry in Brazil.

Q271 Chairman: When we went to India doing a
similar inquiry there, the major concern we
encountered there was the diYculty of Indian



3644861004 Page Type [E] 23-06-07 08:24:16 Pag Table: COENEW PPSysB Unit: PAG1

Ev 44 Trade and Industry Committee: Evidence

5 March 2007 Professor Sir David King

students to come here and study and a certain lack
of entrepreneurial spirit in British higher education
institutions in attracting them to come here and
study. Your focus is entirely diVerent in Brazil; it is
about research, is it not, and development
innovation.
Professor Sir David King: You invite me to make a
comment—

Q272 Chairman: Please feel free to make any
comment you like!
Professor Sir David King:—which I will do. TheUK
currently has the highest percentage of students
from overseas of any major country. 24% of our
students, 220,000 students in Britain, come from
overseas, of which 100,000 come from the rest of
Europe. Perhaps the biggest surprise is which
country provides the most students into Britain and
that is Greece, which provides 30,000, and from the
remainder, 120,000, there are over 50,000 from
China and just under 20,000 from India, so the
situation has been changing very rapidly, and I
would say that Britain is now seen as a major
country to come and study in, particularly in the
areas of science and technology.

Q273 Chairman: I think at the last count my old
university and your current one, Cambridge, had
168 Indian students, which is not particularly
sparkling, but the focus of your work is not on those
undergraduate links but actually on research
development innovation?
Professor Sir David King:Yes, it is, but inevitably we
would see a very positive outcome to see a significant
number of students coming to Britain at
undergraduate and PhD level to study science and
technology. It is the linkages that those returnees
create with our science and technology endeavour
that is most fruitful.

Q274 Chairman:We in India saw a huge hunger for
the Indians for the British to be more involved in
education, and that hunger is what makes a
relationship work. Is there a hunger on the British
and Brazilian side of this relationship which will
make this relationship work?
Professor Sir David King: I would be very interested
to answer that question at the end of this Year of
Science. I feel now very well placed on India and
China, but I need to be better positioned on Brazil.
Chairman: So the jury is out on that one. Thank you
very much; we will move on.

Q275 Mr Hoyle: Sir David, can I move you to the
partners in the case ofMercosur? Obviously we have
four other partners, Argentina, Paraguay, Uruguay
and Venezuela, and I wonder what your view is on
the importance of science links with those countries?
Professor Sir David King: I mentioned that we have
three science and innovation oYcers in Brazil; they
are the only science oYcers that we have amongst all
of those countries you have mentioned. In other
words, we have focused very heavily on Brazil, and
interactions with those other countries are very
much through embassies and, perhaps more

particularly, the British Council. The British
Council has a very good record in a number of those
countries. I mentioned earlier in answer to the
Chairman that I hadmyself interactedwith scientists
in Venezuela, we had five years’ of interaction, and
that was funded by the British Council.

Q276MrHoyle: So do you think it needs somemore
investment?
Professor Sir David King: At the moment I would
say that we would need persuading that it needs
more investment in the sense that we can become
over-stretched, so looking at our priorities around
the world we have not signalled any increase in eVort
in those other countries.

Q277MrHoyle:Wewent to Argentina who are very
keen on the pharmaceutical and biotech centres; in
fact, UKTI evidence also highlighted the
opportunities in Argentina. Is Argentina
comparable with Brazil in terms of R&Dand science
research, or is it heading to being comparable?
Professor Sir David King:Argentina has, like Brazil,
a very good record in science and technology. There
is a tremendous respect in both countries for science.
Anyone who has been to the Natural History
Science Museum in Argentina will know about this
remarkable building, so there is tremendous respect
for science but the spending on science in Argentina
does not match what is happening in Brazil, and in
the end scientists do need money to do research. So
I think they have got some way to go. On the other
hand, my argument for interaction with Brazil is
built around strategic considerations and I would
suggest that Argentina ought to be high on our
strategic considerations. There is a longstanding
common history; there is a potential for
collaborations in Argentina.

Q278 Mr Hoyle: It is always a nearly country that
never quite makes it, is that what you are saying?
Professor Sir David King: I would not want be the
quoted as saying that!

Q279 Mr Wright: Just turning to your department
and the DTI and the UKTI relationship, what is the
division of responsibilities between your oYce, the
DTI and UKTI when it comes to developing science
aspects of UK trade policy and sectoral/country
targeting?
Professor Sir David King: My function is to bring
bits of government together, or one of my functions
is that, so theGlobal Science and Innovation Forum
that I chair was set up through our 10 year science
and innovation strategy, and that is the body where
UKTrade and Investment sits alongside the Foreign
OYce, British Council and the research councils and
we try and pull this together there, so that is my
interest.

Q280 Mr Wright: You say you try to pull them
together. For instance, in terms of the science
aspects of UK trade policy, how is that co-ordinated
to any diVerent bodies?
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Professor Sir David King: I think, for example, the
Year of Science in Brazil is going to bring together
the whole science and innovation agenda including
all of those bodies you are referring to.

Q281 Mr Wright:Who would take the lead? Would
you take the lead on that?
Professor Sir David King: I take the lead in chairing
the body but, of course, then UK Trade and
Investment will develop its own agenda alongside
this bigger agenda that we are developing together.

Q282 Chairman: I have just been handed something
by the Clerk which drawsmy attention to theMarch
2006 Science Innovation Investment Framework
2014, next steps, outlining a £9 million UKTI
programme. Are you actively involved in advising
them, assisting and developing that programme?
Professor Sir David King: I would say minimally. I
am fully aware of it, and it is certainly reported
through the Global Science and Innovation Forum,
but my engagement is not direct.

Q283 Chairman: That is more to attract investment
in R&D to the UK rather than to promote
collaboration? Is that the distinction?
Professor Sir David King: Yes.
Chairman: I am sorry to have interrupted.

Q284MrWright:Going on to the interplay between
the Global Science and Innovation Forum (GSIF),
the Foreign and Commonwealth OYce’s Science
and Innovation network and the UKTI sectoral and
country staV, can you tell us how they interplay
together?
Professor Sir David King: The most important part
of that, and this is my personal view, would be the
Science and Innovation network. This is the network
of around a hundred people in our embassies around
the world which, by the way, has doubled in my
tenure, so I am very pleased that we have raised the
profile in our embassies around the world. Many of
these people are locally employed, by the way, so
they really understand the local system. We have a
very good capability of supporting visitors to each of
those countries, and I hope they provided you with
some support on your visit, and these are peoplewho
have really become very knowledgeable about the
country they are serving. I think as the single most
important factor I would pick out the Science and
Innovation network. I meet the entire network team
once a year here in London, so we get them together
and information flows into those people involved in
the network.

Q285 Mr Wright: Your organisation, the GSIF,
identified Brazil as an initial priority country on the
“influence axis”, but not on research or innovation,
unlike India and China, for instance, nor notably on
development. What does the “influence” mean in
that particular context, and what does the GSIF
hope to achieve through focusing on influencing
Brazil?

Professor Sir David King: Influence is what I have
been describing as strategy where it is in the strategic
interests of Britain to develop closer interests with
the country. So we are back to the discussion in G8
plus 5, Brazil being one of the five members, around
African development and climate change, so one of
the outcomes was the bio-ethanol project with
southern Africa, and Brazil met both agenda items
on climate change and African development.

Q286 Mr Wright: So what you are saying is that is
where the influence was in terms of the direct output,
in terms of the bio-ethanol?
Professor Sir David King: Yes.

Q287 Mr Wright: Much of the most productive
“innovation” for businesses comes from
development in business procedures or use of IT, not
from scientific research. Does the “I” in OSI
encompass this, or is it just a scientific
breakthrough? Who supports “innovation” under
the wider definition?
Professor Sir David King: There is an innovation
team and the innovation team within the OYce of
Science and Innovation is by far the biggest team,
and that team is focused directly around the agenda
you have just spelt out, so it is not just focusing on
the science and innovation agenda. I suppose the
Technology Strategy Board has to include that,
although I would have to say the Technology
Strategy Board is really rather looking at
strengthening the manufacturing industry base out
of the high added value potential from our science
base. But behind your question, I think, is another
very interesting question which is that our
manufacturing base is now roughly one sixth of our
economy—it is still growing but is being dominated
by the services sector—and there is a very real
question as to whether we focus enough on
delivering strength into the services sector in terms of
innovation, IT, research, et cetera, and I am looking
at that.

Q288MrWright:And your indicationwould be that
we do not invest enough in that aspect?
Professor Sir David King: Yes. This is not a query
coming to me from the services sector and it may
seem strange to point to a sector which is so
dynamic, but it does seem tome that our universities
and ourR&DeVort needs to have a good look at this
very large part of our economy to see how it can
better serve.
Chairman:My colleagues on the Committee do not
know this but this is an issue I amhoping to persuade
and encourage them to look at in more detail in a
future inquiry.

Q289 Mr Wright: You mentioned a lot about
strategy. Following the October 2006 strategy
document has GSIF developed implementation
plans yet? Also, what is planned for 2007–08, in
particular for Brazil but also generally?
Professor Sir David King: Well, for Brazil we have
the Year of Science and Innovation and this is very
much going to determine the agenda as we move
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5 March 2007 Professor Sir David King

forward in time. At the moment we are simply
committing that £50,000 to the networking budget
from which we will then establish how we take it
forward. Just byway of explaining that, if UKTrade
and Investment will be developing its own strengths
out of this Year of Science, within the OYce of
Science and Innovation we would therefore be
looking separately at questions of scientific
networking. The scientific networking is most
successfully developed by direct engagement of our
research councils and the research councils have the
science budget of the order of £3.4 billion at the
moment—and I have already deducted the
£100 million that your Chairman referred to!—so
the research councils have that annual budget and,
quite clearly, engaging top scientists through that
budget is an in-depth way of getting involved with
scientists from abroad. Research Councils UK is
now establishing a building inChina, for example, to
foster that process, so it would be when we have
raised the profile to the ultimate level that RCUK
would take that step.

Q290 Chairman: I do get a bit bewildered sometimes
when looking at the number of acronyms and
organisations that are involved—
Professor Sir David King: So do I, Chairman!

Q291 Chairman:—and I am not entirely sure what
your involvement is with the Technology
Partnership Initiative, which I believe looks to
“facilitate the transfer of UK environmental
technology and expertise to developing and rapidly
industrialising countries (including Brazil) on a
commercial basis”. Is this something that has
crossed your orbit?
Professor Sir David King: I would have to be honest
and say “Pass”.

Q292 Chairman: I find that very encouraging, to be
honest.
Professor Sir David King: I do know about
technology partnerships but in relation to Brazil—

Q293Chairman:My ignorance is perhaps excusable;
that is why I say that. Another point that worries me
slightly more, perhaps, is that I touched earlier on a
question about UKTI initiatives with R&D and so
on, and we are doing a separate inquiry into UKTI
which we have recently concluded, but they are

developing a sector strategy on life sciences, as they
have got with the financial services sector, for
example. Have you had any involvement with that?
Professor Sir David King: No direct involvement.
That does not mean my oYce has not.

Q294 Chairman: No, exactly, and a nod behind
suggests your oYce has had an involvement and a
further nod reassures me that that interpretation is
correct, so perhaps a note from you on this would be
helpful because joined-up government is the flavour
of the day.
Professor Sir David King: Certainly. I would be
delighted to send a note.

Q295 Chairman: Sir David, it has been a small,
intimate session in a large cavernous room but we
have covered a lot of ground very quickly because of
the economy of your answers, which is a compliment
not a criticism. So is there anything you would like
to say by way of conclusion about the relationship
with Brazil which we perhaps have not covered with
our questions?
Professor Sir David King: I think I would want to
conclude by saying that I do see Brazil as a very
significant opportunity. I would want to leave on a
positive note which is to say that, given the
opportunity that Brazil represents—not only in
terms of its resources and in terms of its strategic
importance to us but also in terms of the science base
that it oVers—I very much hope that our degree of
collaboration and interaction with Brazil will
increase substantially through the Year of Science
that we are entering.

Q296 Chairman: And I hope the hunger which you
have not yet been able to assess will be demonstrated
by the end of the year and continue thereafter. Sir
David, you have brought our whole inquiry on
Mercosur and Brazil to a conclusion this afternoon,
and we are very grateful to you. We may see you
again on other subjects in the future, I trust.
Professor Sir David King: Thank you. Can I oVer
some numbers against the figures I gave earlier, just
to save us sending you a note, on the collaborative
papers? I have the figures in front of me. For
Brazilian scientists with United States’ scientists it is
39%, and I think I said 40% earlier on; with French
scientists it is 13.8%, that is the number two; and
with British scientists it is 12.8%, so in terms of
Europe we are doing rather well.
Chairman: I am always glad to hear that, Sir David!
Thank you very much indeed.
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Written evidence
APPENDIX 1

Memorandum submitted by Anglo American plc

Anglo American’s History in Brazil

Anglo American is a FTSE top 20, UK-based mining and natural resources company with significant
investments in some 60 countries, including several in SouthAmerica, in platinum, basemetals, coal, ferrous
metals, paper and packaging, industrial minerals, gold and diamonds.

Anglo American is a long-term investor in Brazil. Our involvement dates back 34 years. Following the
acquisition of 40% of Unigeo, a prospecting Joint Venture, we first opened oYces as Anglo American do
Brasil (Ambras) in January 1973 in Rio de Janeiro. One of Ambras’ first ventures was in the gold mining
industry, and over time Ambras opened and acquired ownership of such mines or projects asMorro Velho,
Jacobina, Crixas and Salobo. Anglo American’s present-day gold interests are represented by our 41.8%
interest in our independently-managed associate, AngloGold Ashanti, and are not covered by this note.

Amajor development of our involvement in Brazil came with the acquisition in 1981 of 40% followed two
years later by acquisition of the remaining 60% of Empresas Sudamericanas Consolidadas SA, the company
holding the Hochschild Group’s South American interests. In Brazil these included a range of base metal,
phosphate and petrochemical mines and industrial plants. Base metals and phosphate operations represent
the basis for Anglo American’s managed Brazilian operations today.

Anglo American in Brazil Today

Anglo American Brazil currently employs 2,300 people and provides jobs for some 1,800 contractors. In
2005 our operations generated some $185 million in added value, $500 million in earnings, $90 million in
exports and $41 million in corporate taxes and royalties. The Group’s managed assets in Brazil are valued
at $546 million and we have just announced a major new investment with a vlue of some $1.2 billion in a
nickel project at Barro Alto.

The Group’s current activities are divided into two main teams; base metals and phosphates. The Base
Metals operations are located in four municipalities of the state of Goias and consist of a niobium mine,
Catalo and nickel operations at Codemin and Baro Alto.

Anglo American also has a 73% shareholding in Copebras, a leading producer of phosphate fertilisers,
phosphoric acid and sodium tripolyphosphate: these operations are centred in Catalao and Cubatao.

In addition we have a corporate oYce in Sao Paulo and conduct extensive exploration activities in Brazil.
We have always sought to develop the skill-base of our Brazilian employees—virtually all our in-country
workforce are Brazilian nationals.

In accordance with Anglo American’s Good Citizenship Business Principles, which recognise that we will
be more successful as a company if the communities where we operate grow through economic and social
development, our operations in Brazil give a high priority to sound environmental management, workplace
safety and addressing key social priorities. We are proud of our long-standing engagement in Brazil and
committed to sustaining and growing it over time.

Issues

By and large, Brazil is a good place to do business. Its strengths include the robustness of its democracy;
good institutions and a vibrant civil society; its stable regulatory framework and excellent natural and
human resources. We are pleased to enjoy strong relationships with our stakeholders in Brazil, including
the public sector at all levels. Nonetheless, we would draw the Committee’s attention to three issue which
present obstacles to more eVective involvement:

— Limitations on foreign companies owning assets in border zones:Federal law 6634/79 sets out special
requirements for companies to do business in the Border Zones, and this includes mining
companies. A particular concern is the requirement in this law that 51% of total and controlling
equity of a company must be held directly, or indirectly, by Brazilian citizens. It similarly requires
two thirds of employees and the majority of managers to be Brazilian citizens.

As noted above, and as ismade clear by the value added that our operations create for the Brazilian
economy, Anglo American is committed to ensuring proper returns to the Brazilian people and
Government from its operations. While Anglo American does not currently have any direct
investment in the border zone, we are minority partners in potential projects and these restrictions
pose real limits on our scope to develop our operations.
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— Taxation issues—no double taxation treaty between the UK and Brazil: Brazil has agreed and put
in place Double taxation Agreements with a number of overseas jurisdictions including inter alia:
Canada, Chile, China, France,Germany, Luxembourg,Netherlands and Spain.However, no such
agreement currently exists with the United Kingdom.
Cross-border investment can be seriously impeded if there is a danger that the returns on
investment may be taxed twice. The Organisation for Economic Cooperation and Development
(OECD)Model Tax Convention and the worldwide network of tax treaties based upon it, help to
avoid that danger by providing clear consensual rules for taxing income and capital in each
jurisdiction. For most types of income, especially business profits and investment income, double
taxation is prevented through a double taxation treaty by allocating taxing rights between the
resident and source countries and by requiring the elimination of double taxation where there are
competing taxing rights.
If Brazil were to negotiate and put in place a double taxation agreement with the UK this would
remove or reduce the risk of double taxation for UK investors into Brazil (and vice versa).

— Taxation issues—transfer pricing:Brazilian legislation on transfer pricing is not in line with OECD
guidelines on transfer pricing. Law No.9430 of 27 December 1996 introduced transfer pricing
legislation in Brazil with respect to cross-border transactions between a Brazilian resident and a
foreign related-party. The Brazilian tax authorities have the power to allocate or adjust income for
corporate income tax and social contribution tax purposes if they deem that the transfer price used
is not appropriate.

Conceptually this is no diVerent from many other jurisdictions that have domestic transfer pricing rules.
However, in general, Brazilian transfer pricing rules do not follow the transfer pricing guidelines outlined
in the OECD Model Convention. For example, Brazilian transfer pricing rules often apply fixed-profit
margins on transactions between related parties. This can create tax uncertainty and lead to administrative
problems for multi-national investors particularly where the other jurisdiction in which the related-party is
based requires the transfer pricing transaction to be in compliance with their own transfer pricing rules
which are based on the OECDModel. This gives rise to both tax compliance and contractual diYculties and
in addition, can lead to potential economic double taxation as there may be a mis-match between the two
sets of transfer pricing rules such that the allowable expense in one jurisdiction diVers significantly from the
table income in the other.

If Brazil were to bring its transfer pricing legislation in line with to OECD Model, Brazil would then
comply with the transfer pricing rules applicable in most other jurisdictions with the result that the concerns
referred to above for multi-national investors would be significantly reduced or possibly eradicated
completely.

5 January 2007

APPENDIX 2

Memorandum submitted by the Argentine Ambassador

Investments

According to recent oYcial data, in the first seven months of 2006 the amount invested or to be invested
in Argentina reached US$ 13.6 billion, the same level as the whole year of 2005. From 2004 to 2005
investments already had increased in 30%.

According to UNCTAD’s World Investment Report 2006, foreign direct investments inflows to
Argentina increased 9% in 2005.

The Argentine Ministry of Economy is estimating that gross domestic fixed investments as part of GDP
will reach 21.5% in 2006.

Investments in Energy

The following are some of the recent developments related to energy investments in Argentina:

— Siemens AG, has been awarded major contracts for the construction of two combined cycle power
generation unit. The total order is valued at US$ 1.6 billion. Commercial operation is due to start
in the first half of 2008.

— Investment in the development of biodiesel has recorded a strong growth between January 2005
and August 2006, reaching US$ 285.5 million. On 19 April a Law promoting the production of
biofuels from grains and soybeans was enacted by the Senate.

— Bolivia and Argentina signed, on 29 June, a new gas agreement that will secure a large increase in
export volumes, when a new pipeline in northern Argentina will be completed.
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— Petrobras will invest US$ 420 million in Santa Cruz in order to explore and operate two gas fields.
The company has already invested in that province nearly US$ 240 million in the last three years.
Gas reserves in the area could reach 26,000 million cubic meters.

— Pan American Energy (a joint venture between BP and Bridas) announced that their Argentine
production of natural gas was enlarged by 2.5 million cubic meters daily. This level of production
was reached once theMacueta-Piquirenda gas pipeline started to function. The company invested
US$ 110 million in the building of this pipeline.

— Winterhshall invested US$ 84 million in Argentina to explore and produce gas and oil in 2006.

— On 23 August the Argentine government announced the reactivation of nuclear activity in the
country, by deciding to update its power plants (Atucha I and Embalse), by completing a partially
built nuclear power plant (Atucha II) and by studying to build a new power plant and resume
production of enriched uranium and heavy water.

— The Inter-AmericanDevelopment Bank announced on 2August aUS$ 550million loan to finance
a 1,220 kilometers 500 kV electric power transmission line that will link the Northwest and
Northeast regions of Argentina. It includes the construction of provincial and regional
transmission and sub-transmission works and transformer station.

— Occidental Petroleum Oil Company has recently confirmed its intention to double oil production
in Argentina within five years. This project would demand a total investment of US$ one billion.

— Repsol YPF plans to increase investments in Argentina’s southern Chubut province to US$ 630
million over the next three years.

— The Argentine Congress approved in September a new hydrocarbon law, which creates a fiscal
incentive to stimulate oil and gas production in the country.

Government Regulations

Regulations on prices, amount and destiny of investments on goods which aVect the whole Society is a
common Mature of any modem democracy. Only yesterday OFGEN released its Price control review.

Argentina is just coming out from its worst social and economic crisis, including a huge devaluation of
the peso. In a country with an appalling past of inflation it was and is essential to control price increases.
This control includes fiscal austerity, a tight monetary policy and negotiations on goods and utilities prices
with the producing firms. This is a short-term instrument until readjustment is done in the economy. In the
meantime GDP is sustainable growing at very high rates for the forth year in the row.

9 October 2006

APPENDIX 3

Supplementary Memorandum submitted by the Argentine Ambassador

We are pleased with the opportunity given by the extension of the Trade and Industry Committee’s terms
of reference to widen to the remaining countries of MERCOSUR its inquiry into trade and investment
opportunities with Brazil.

The purpose of this document is to reflect the relevance ofArgentina withinMERCOSUR, its fast growth
and, therefore, the big opportunities the country oVers to British firms to trade and invest.

I. Argentina: Facts and Figures

Argentina is a relevant member, and co-founder with Brazil, ofMERCOSUR. It is a country of 2,750,000
square kilometers, almost as extended as India. Its continental territory lies between the tropic of Capricorn
and sub-Antarctica’s Patagonia. It is populated by almost 40 million inhabitants, of which 97% are literate
and enjoy the highest social indicators of Latin America. Ninety-eight percent of its population is of
European origin most of which settled in Argentina between 1860 and 1950. Many British joined those
waves of immigrations and have established in Argentina. For example, today more of 40,000 inhabitants
in Patagonia are from Welsh roots.

Argentina: facts and figures
Capital City: City of Buenos Aires.
Government: Republic, Representative and Federal.
President: Dr Néstor Kirchner. The president is both the chief of

state and head of government. President and vice
president are elected by popular vote for four-year
terms. The cabinet is appointed by the president.
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OYcial Language: Spanish.
Currency: Argentine Peso ($).
Religion: In Argentina, it exist total freedom of cult, although the

oYcial religion is the Roman Catholic Apostolic. It is
practicing other cults as the Protestantism, the Judaism,
the Islamism, the Greek Orthodox religion, the Russian
Orthodox one and others.

Location: Argentina is located in the south end of the American
continent, limiting to the west with Chile, to the north
with Bolivia and Paraguay, to the east with Uruguay,
Brazil and the Atlantic Ocean; while to the south it is
the Beagle Channel the one that marks its limits.

Surface: American Continental Area: 2.8 Million square
kilometers. Total Area (American! Antarctic): 3.8
Million square kilometers (1,5 square miles). Is the
second largest country in Latin America and the eighth
largest country in the world.

Politics Division: 24 autonomous States with political, administrative and
economic powers. (23 provinces and the City of Buenos
Aires).

Major cities: Ciudad de Buenos Aires, Córdoba (City), Rosario,
Santa Fe (City), Mendoza (City), San Miguel de
Tucumán and La Plata.

Climate: It has a great diversity of climates, which range from
sub-tropical in the Northeast to sub-Antarctic in the
South. In the central region the climate is temperate,
suitable for agriculture.

OYcial Hour: GMT"3 hours (normal/summer).
Population: 36.223.947 (Year 2001) Estimate 2006: 38.970.611.
Urban Population: 89%.
Population Growth Rate: 1.1%.
Illiteracy Rate: 2,6%.
Life expectancy at birth: 75,24 years.
GDP (2005 est): 177,4 billion US dollars.
Annual GDP variation: 9,2% in 2005, 8,7% in 2006 estimated.
GDP per cápita (2006 estimated): US$ 4.936. US$ 13.813 (Purchasing Power Parity).
Exchange Rate: (2006) US$ 1% $ 3,08.
Inflation (2006 estimated): 9%.
Unemployment rate: 10,1% (IV Quarter-2005).
Foreign Direct investment flows (Flows 2005): 4,6 billion US dollars (Stock 2004) 50,5 billions dollars.
Exports (Year 2006): Over 45 billion US dollars.
Imports (Year 2005): 28,6 billion US dollars.
Regional integration: The MERCOSUR (Southern Cone Common Market)

is a common market comprising Argentina, Brazil,
Paraguay and Uruguay. Bolivia, Chile and Peru are
MERCOSUR Associate States, recently it was
approved the incorporation of Colombia, Ecuador and
Venezuela with the same status.

II. British-Argentine Links and Co-operation

Argentina shares two centuries of fruitful and strong cultural cooperation and economic links with the
United Kingdom. Since mid-nineteen century to mid-twentieth century British investments and bilateral
trade with Argentina were very significant. Only as an example it is worth to remember that most of the
40,000 kilometer’s net of Argentine railways was built and operated by British companies. Banking and
Agriculture were also sectors with deep British influence. In 1943, during the Second World War, 70% of
British import of linen came from Argentina, as well as 14% of wheat, 29% of preserved beef and 35% of
leather.

As for 1990, relevant British firms have invested inArgentina, with a slowdown due to the economic crisis.
The following are some of the British firms which have invested in that period and are currently operating in
Argentina: BG; Shell; BP; Cadbury Schweppes Plc.; Ladbroke Group International; BAE Systems; Knight
Piesold Ltd; Unilever; Tesco; Diageo; AnglianWater International; United Utilities; GlaxoWellcome Plc.;
Halcrow Holdings Ltd; ICI; HSBC; Rio Tinto; P&O, Sea Containers; BAT Industries Plc.; Clear Channel
International; Mersey Docks & Harbour.
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Since the economic crisis British exports to Argentina, in particular of capital goods, and Argentine
exports to theUKhave been steadily increasing. Argentine exports to theUKaremainly agri-food products
but also some industrial products, like machinery, steel products, cosmetics, glassware, rubber, etc. It is
expected that bilateral trade will be, in 2006, near its highest level since 1990.

Argentina and the United Kingdom have signed recently several bilateral agreements with the purpose
to foster cooperation, trade and investments.

Bilateral economic agreements

— Agreement for the Promotion and Protection of Investments (1990).

— Convention for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion with
Respect to Taxes on Income and Capital (1996).

— UK/Argentina Partnership, Action Agenda (1998).

— Memorandum of Understanding on Cooperation on Trade and Investments (1998).

— Inter-Institutional Memorandum of Understanding on Co-operation in the Transport Sector
(1998).

Notwithstanding, recent British investments in Argentina, in relative terms, are behind those of Spain,
France, Germany, Italy andNetherlands, whose business are actively engaged, including through increased
high level oYcial visits to Argentina, in taking advantage of the very favourable economic conditions and
future prospects. In that context it would be beneficiary for both, the bilateral relation andBritish businesses
to see a more active support of UKTI, including through business missions to Argentina.

III. Investment and Trade Opportunities in Argentina

The Argentine economy is running through a very strong period of expansion. Since 2003, its GDP has
increased around 9% every year, including in 2006. Economists are predicting strong GDP increases for
2007. Together with this growth the main macroeconomic variables are positive, including four years of
unprecedented fiscal surplus and the lowest unemployment rate in the last ten years. In the same period
exports have increased at an annual average rate of 15%.

In Annex I you can find a document containing Argentina Economic Indicators as December 2006.

It is important to remember that Argentina is emerging from its worst economic, social and institutional
crisis of its history, which started in 1998 with four years of recession and exploded inDecember 2001. Some
of the social consequences of that crisis still remain today and need active Government policies in order to
mitigate their eVects.

Argentina is an open market economy in which State role is about control and regulation with the goal
of maximising people’s welfare.

Production means are in private hands, including most of the utilities: communications, transport
(railways, airports, roads and ports), energy (power generation and grid, oil, gas, nuclear, wind and sun
generation), water, etc. Its heavy and medium industries are in frank recovery. Particularly dynamic and
innovative is it sector of small and medium enterprises sector with its export orientation.

Together with the development of its industry, Argentina has obtained significant levels of knowledge in
some high-tech sectors as nuclear, satellites, software and biotechnology.

Argentina is renown by its very eYcient agri-business sector. The main reasons behind this success are the
extension of its territory (250,000 square kmof arable land), variety of climates (mostly temperate), excellent
quality of agro-ecological conditions and technology. All of these allow Argentina to be and remain one of
the main producers and exporters of food in the world.

Tourism is a sector which is booming due to its variety of natural landscapes, diversity of culture and up
to date infrastructure. International visitors are increasing annually at rates above 10% and huge
investments are being made in infrastructure.

Five years of high expansion of Argentine economy are opening a new stage of investment and public
works in order to support its sustainability. It is important to note that Private, Public, Partnership
modalities have been identified by the Government, including by a Law approved by Congress in 2004, and
are already implemented in diVerent projects.

In Annex II we include a document prepared by the Investment Agency of the Ministry of Economy,
called Ten reasons to invest in Argentina.

For the purpose of this document we have identified only a few economic sectors for description, in the
understanding that many others are as much dynamic and growing.
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1. The energy sector

Because much is said about the Argentine energy sector and because it constitutes a good and critical
example of the above mentioned facts and shows the dynamics implies, we are including the following
information on decisions taken in that sector, in 2006:

Decisions taken in 2006 in the energy sector

— Siemens AG, has been awardedmajor contracts for the construction of two combined cycle power
generation unit. The total order is valued at US$ 1.6 billion. Commercial operation is due to start
in the first half of 2008.

— Investment in the development of biodiesel has recorded a strong growth between January 2005
and August 2006, reaching US$ 285.5 million. On 19 April a Law promoting the production of
biofuels from grains and soybeans was enacted by the Congress.

— Bolivia and Argentina signed on 29 June a new gas agreement that will secure a large increase in
export volumes, when a new pipeline in northern Argentina will be completed.

— Petrobras will invest US$ 420 million in Santa Cruz in order to explore and operate two gas fields.
The company has already invested in that province nearly US$ 240 million in the last three years.
Gas reserves in the area could reach 26,000 million cubic meters.

— Pan American Energy (a joint venture between BP and Bridas) announced that their Argentine
production of natural gas was enlarged by 2,5 million cubic meters daily. This level of production
was reached once theMacueta-Piquirenda gas pipeline started to function. The company invested
U$S 110 million in the building of this pipeline.

— Winterhshall invested US$ 84 million in Argentina to explore and produce gas and oil in 2006.

— On 23 August the Argentine Government announced the reactivation of nuclear activity in the
country by deciding to update its power plants (Atucha I and Embalse), by completing a partially
built nuclear power plant (Atucha II) and by studying to build a new power plant and resume
production of enriched uranium and heavy water.

— The Inter-AmericanDevelopment Bank announced on 2August aUS$ 550million loan to finance
a 1,220 kilometers 500 kV electric power transmission line that will link the Northwest and
Northeast regions of Argentina. It includes the construction of provincial and regional
transmission and sub-transmission works and a transformer station.

— Occidental Petroleum Oil Company has recently confirmed its intention to double oil production
in Argentina within five years. This project would demand a total investment of US$ 1 billion.

— Repsol YPF plans to increase investments in Argentinas southern Chubut province to US$ 630
million over the next three years.

— The Argentine Congress approved in September a new hydrocarbon law, which creates a fiscal
incentive to stimulate oil and gas production in the country.

— The oil companies Repsol YPF and ENARSAhave started inDecember the first phase of oVshore
exploration in the Argentine Sea. For three months the ship Geco Triton will perform seismic
exploration in the area called Marina Colorado Basin. The cost of this operation amount to US$
27 million.

— TheGovernment has called for tender to build a 280MW thermoelectric plant near the city of Rio
Turbio in the Patagonian province of Santa Cruz. OVers for the US$ 480 million tender are due
on 15 March 2007.

2. IT development and industry in Argentina

This is one of the most dynamic and active sectors in the Argentine economy. Argentina leads IT
development and production in Spanish language which is a market of almost three hundred millions
people. The National Government considers this sector of strategic relevance for the development of the
country as a whole. Congress, in 2004, has enacted two laws for meet that objective.

IT Sector: facts and figures

— Employs 35,000 professionals;

— Grows at an annual rate of 50%;

— Its market growth attains 25% per year;

— There are 660 IT companies;

— Its main exports are directed to Latin America, Spain, United States, México and European
Union;

— Argentine companies have opened 94 oYces abroad;
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— There are 120,000 IT students in 50 study centers;

— The sector represents 1.8% of Argentine GNP;

— Argentina is leading in Spanish language;

— Costs are highly competitive and infrastructure is updated and;

— There is a development strategy integrated by technological clusters.

Argentina IT has developed new products and services oriented towards the needs of international
markets, in the following sectors: Agri-businesses; Health and Medicine; Oil and Gas; E-learning; Video
Games; Banking and Financial Services; Website Development and Interactive Marketing; Software
Factory; Business Application; Quality; Data Security and Protection; and Mobile Technology.

3. Agri-business sector

Argentina by its natural conditions, size and relatively low population is one of the more eYcient agri-
food producers and exporters in the world. Its geographic diversity allows tropical, temperate and
Mediterranean type of production. In the past it was known by its beef and wheat. Today beef and cereal
remain important and quality products, but its production has expanded to several types of crops and
livestock.

Oil-seeds, in particular soy and its flour and oil, have become themain exports of Argentina. The 2005–06
crop was above 40 million tons and very close to 2004–05 bumper crop. Argentina’s richness of soil and the
extended use of modern and environmentally friendly technology as direct till and biotechnology, allows
Argentina to be the first exporter of soy oils and soy meals. Some of the externalities of this activity are
the new ports, new process factories and the technological developments attaint in agri-machineries, seeds,
farming techniques and biodiesel production.

Nowadays Argentina processes most of its crops and livestock for domestic consumption and export. It’s
the fifth producer of wine in the world, buoyant sector thanks to the high quality of its wines and important
foreign and local investments. It is also an important dairy producer and exporter and a relevant fishing
country. Those productions are cultivated and processes with local technology. As an example, Argentina
is at the forefront of direct till machinery technology.

Agri-business: facts and figures

— 2005–06 crops production was above 70 million;

— Argentina is the first producer of sunflower, sunflower oil, lemons, concentrated lemon juice,
“yerba mate”; it is also the third producer of soy oil and honey; fourth of de-hydrated apples; fifth
of beef, concentrated apple juice and wines; sixth of powder milk and cheeses; eighteenth of skim
powder milk and twentieth of beer;

— Argentina is the first exporter of sunflower oil, soy oil, pears, honey. It is also the second exporter
of peanut oil; third of beans; fourth of concentrated apple juice; fifth of olives and powder milk;
seventh of tea; eight of beef and skim powder milk; 12 of wine; 18th of candies;

— Argentina is the third food supplier to the EU-25;

— Most of Argentine agriculture is from extensive production;

— Argentina is the second country in certified organic land;

— Agriculture in Argentina has cero subsidies;

— Argentina has a higher level of control for food for domestic and export markets;

— Traceability systems includes apples, pears, citrus, beef, poultry, ovine meat, fish products, wines;

— Argentina is a free country of BSE, Avian Influenza, Newcastle and Foot and Mouth;

— Extensive land production insures high standards on animal welfare.

4. Tourism sector

Tourism has become in Argentina an important activity which already accounts for about 7% of the
GDP. The surge of tourism in Argentina, particularly of incoming visitors, is based on three basic pillars:

(a) the variety and beauty of its landscapes, which goes from tropical jungles and rivers to the
Patagonian lakes and glaciers and from the infinite Pampa, to the longest and highest portion of
the Andes range;

(b) the Argentine culture, blend of native, Spanish, Italian and other European cultures and;

(c) a modern and updated infrastructure, including hotels, roads and ports and airports facilities.

In that context the Government is encouraging the formation of joint ventures.
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Tourism: facts and figures

— In 2005, tourism represented 7,33% of Argentine GDP;

— Tourism employs 1,13 million persons, which account for 7,14% of the work force;

— Argentina is the second tourist destination in South America with more than four million visitors
in 2006;

— From 2005 to 2006, tourism grew an 18% in value and above 10% in visitors. Tourism as sector
of goods and services accounted in 2005, for 8,2% of total Argentine exports;

— Until November 2006, 76 hotels were inaugurated. There are more than 250 hotels under
construction;

— In 2007, one new domestic airline will start to operate and al least two new international airlines.
Aerolı́neas Argentinas is increasing its fleet in 14 new airplanes. Many others companies are
increasing their frequencies.

5. Transport, another dynamic sector in the Argentine economy

Due to the high expansion of the economy, as well as with an increased requirement of energy there is an
increased demand of transport. The following are some examples:

(a) Railways: The Government has pledged as one of its priorities to foster the railways system as an
eYcient mean of transport. In that context, in 2006 the Government called several projects for
tender.

2006 railways related tenders

— To build a high speed train between the city of BuenosAires, the city of Rosario, Province of Santa
Fé and the city of Cordoba, Province of Cordoba;

— To re-establish the Central Trans-Andes Railways to link the cities of Mendoza and Guaymallen
and the border with Chile;

— To exploit the Railways Line between the city of Buenos Aires and the city of Posadas, Province
of Misiones;

— To build the multi-purpose terminal of passenger and ferro-car in the city of Mar del Plata,
Province of Buenos Aires;

— To build railways platform, tracks and operative buildings at the Mar del Plata, Province of
Buenos Aires Station.

Air transport: Government has called for a tender to provide 30 bi-dimensional radars and three, three-
dimensional mobile radars. Government has also called for tender for 50 domestic and international air
routes.

Naval transport: Argentine boat yards are operating at their maximum capacity, most of them are
expanding or planning to expand their capacity. In that context the Italian Gruppo Beltrame recently
announced in December 2006 its plans to build in Argentina a plant to manufacture between 150,000 and
200,000 tons of thick steel plates used in the naval industry. The range of activities by Argentine boat yards
goes from building freighters, tankers, river barges, fishing boats and, yachts (motor and sailing boats) and
repair facilities. Argentina has 38 maritime ports and 25 river ports in the river Paraná and Uruguay which
constitute the first section of the Hidrovı́a Paraná-Paraguay.

Hidrovı́a Paraná-Paraguay

The Hidrovı́a (waterway) Paraná-Paraguay is a 3,450 km net of navigable rivers which links Argentina,
Uruguay, Paraguay, Bolivia and Brazil. In its first stage the project already allows navigation of 300 foots
of length and 36 foots of draft ships in the River Paraná from the city of Buenos Aires to Rosario, Province
of Santa Fé (500 km). Smaller ships can reach the city of Asunción, in Paraguay (1,100 km further). Only
in Argentina twenty five ports, most of them recently built and privately operated, lie in that shore.
Seventeen million inhabitants are already being served by this stage of the Hidrovı́a, including most of the
agriculture production of Argentina, Paraguay and Uruguay and the mineral production of Bolivia.

IV. Conclusion

The above mentioned sectors are only a few of the ones which could be of interest for British firms to
invest, buy, sell or establish joint ventures. British businesses, which are already operating in Argentina, are
showing that there is a wider area of interest. We believe that there is room for an increase economic
cooperation between our two countries and that this aim can benefit from an increase exchange of
information, business men and Government and Parliamentary representatives.
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For nearly two centuries, strong human and cultural ties as well as intensive trade have formed the basis
of an enduring relationship between Argentina and Britain. This historic aYnity between both people
constitutes a springboard to foster cooperation and association and to allow British businesses to profit
from the Argentine economy comparative advantages.

The Embassy stands ready to assist should the Committee need further information and/or clarification
on this matter.

January 2007

APPENDIX 4

Memorandum submitted by the Brazilian Embassy

1. The present moment is unprecedented with regards to combating piracy in Brazil. Currently, both the
Government and the Brazilian society as a whole ascribe the highest priority to this matter. As it has been
widely acknowledged, there is general awareness that Brazil, as of today, has done more to combat piracy
than at any other time.

2. Combating piracy as a public policy is a reality in Brazil in several diVerent action fronts, including
the legislative, institutional, law enforcement, educational and international ones. These eVorts are reflected
in routine enforcement actions, as well as in the growing number of seizures, laws aiming at improving the
eVectiveness of combating piracy and institutional improvements aimed at attaining greater co-ordination
of all actions.

3. Since 2004, there have been significant developments in combating piracy in Brazil, after the
conclusion of the work of the National Assembly Investigation Commission (“CPI”) on Piracy of the
Brazilian National Chamber of Deputies, which gave a new impetus to the actions that were already being
undertaken on a routine basis by the Brazilian governmental agencies.

4. Between September 2004 and February 2005, additional and important advances were achieved,
especially the creation of the National Council for the Combat of Piracy (“CNCP”) which had been a
specific recommendation of the National Assembly Commission on Piracy, and, which was accepted by the
Brazilian President following the conclusion of the work of the Commission. The Council represents a
qualitative leap in the coordination of the actions of the government and the private sector entities, which
jointly have created a set of actions to be implemented in the short, medium and long terms. Among the
operations conducted in critical regions, it is worth highlighting the initiatives conducted by various
government agencies in the Tri-border region where Brazil, Paraguay and Argentina share borders. Several
diVerent actions aimed at raising public awareness have been carried out since.

5. Piracy is a global problem that does not aVect only Brazil. In comparative terms, Brazil’s indicators
are not worse than those of other countries, including developed ones. The production of pirated goods in
Brazil’s territory is relatively low, within the context of a problem that is clearly international in scope and
manifests itself through a variety of media, whether electronic or otherwise, in a more intensified manner in
other countries.

6. It is also widely recognised that the piracy percentage figures vary according to the methodology
employed. In that sense, the members of the National Council for the Combat of Piracy are considering the
development of trustworthy oYcial databases about piracy.

7. With regards to legislation, Brazil has implemented the commitments of the TRIPS Agreement before
the final deadline of the transitional period for the developing countries and, in some cases, established its
national law TRIPS-plus provisions on substantive matters [Law no 9,609 of 1998, and Law no 9,610 of
1998], which are historic evidence of the significant eVorts of the Brazilian government towards ensuring the
protection of copyright and other related rights. Such commitments illustrate Brazil’s unique position in
relation to intellectual property rights and set Brazil apart from other developing countries and even
developed ones.

8. Allegations of losses in the Brazilian market need to be viewed in their proper context. Over a period
of 13 years, foreign exchange remittances to European Union arising from intellectual property grew from
US$ 27,845millions in 1993 toUS$ 69,360millions in 2005. Thus, since the signing of the TRIPSAgreement,
there has been an increase of over 1,147% in the foreign exchange remittances sent to the European Union
arising from intellectual property rights in Brazil.Moreover, the EU is the second largest recipient of foreign
exchange remittances from Brazil arising from intellectual proprety (in 2005, 31% oV all such remittances
went to the EU).

9. There is obviously no way to achieve outstanding immediate results in combating piracy. Therefore, it
is necessary to maintain the appropriate perspective that this is a sustained and continuous challenge, which
requires constructive cooperation among the aVected countries.

10. Additional information concerning Brazil’s anti-piracy initiatives can be obtained electronically:
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(i) The English text of the First Report on the activities of the National Council for the Combat of
Piracy (CNCP) is available at http://www.mj.gov.br/combatepirataria/servicos/documentos/
report english.pdf; and

(ii) The Second and Third reports are currently being translated into English and will be available on
the same website.

April 2007

APPENDIX 5

Memorandum submitted by the British-Argentine Chamber of Commerce

The British-Argentine Chamber of Commerce (BACC) was created in 1995 and works to promote trade
and investment between Argentina and the UK.We provide a range of services, contacts and know-how to
help British companies to trade and find investment opportunities in Argentina. We have 60 members and
some of our activities are as follows: organisation of seminars, trade missions, networking events,
publication of a monthly newsletter etc.

Previous Involvement of UKTI

In the past the UKGovernment through its Trade Department (DTI, later UKTI) financially supported
a substantial number of British companies travelling on outward missions to Argentina organised by the
BACC. Unfortunately, since 2005 the funding was withdrawn due to changes in government support of
export promotion activities.

However, we have continued with the rest of our activities thanks to the support of our membership base.
We are entering now the next step in our development which coincides with an increased interest in
Argentina and Mercosur. The Argentine economy has been showing high growth levels for the last four
years. As a result of this Argentina presents a number of opportunities for British companies that are worth
exploring in sectors such as infrastructure, energy, transport, tourism and agribusiness. We as a Chamber
believe that the challenges ahead call for a collaborative approach between all stakeholders such as
ourselves, the private sector and government. We would therefore welcome the opportunity of working
closer with UKTI and having better communication in order to help British companies understand and
identify opportunities in Argentina

8 January 2007

APPENDIX 6

Memorandum submitted by the British Chamber of Commerce and Industry in Brazil (Britcham)

REPORT ON UK-BRAZIL TRADE AND INVESTMENT

1. Context

1.1 Brazil as a priority target for UK

Brazil is recognised as being the UK’s most important trading partner in Latin America, and there is
considerable potential to increase trade and investment between the two countries.

“Brazil clearly demonstrates the opportunities that exist with the emerging economies. UK businesses
should not underestimate the current growth and future potential growth of these economies. In a
world where the economic fortunes of countries are rapidly changing we all need to raise our game to
ensure we see the openings as they appear on the global stage. What is clear is that your business
should look in all directions—north, west and south as well as to the east—for these openings.” Ian
Pearson, former Minister of State for Trade, Investment and Foreign AVairs.

“The UK’s trade relationship with Brazil is increasingly important. Brazil is our most important
trading partner in Latin America, oVering promising opportunities for UK exporters and investors
alike.” Tony Blair, 2006.
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1.2 JETCO process underway in Brazil—3Q06

Workshops were held in Brazil, in September 2006, with both Public and Private sector participants to
discuss issues of mutual concern and interest.

JETCO recognised commitment on theUK side to increaseUKTI resources both in Brazil and in theUK,
in recognition of the importance of Brazil as trading partner.

Key recommendations of the joint statement included:

— developing a successful programme of events to increase awareness of the opportunities for
bilateral trade and investment;

— further cooperation in science and innovation in bioscience and nanotechnology sectors;

— increasing collaboration on strategic sectors, specifically aerospace/aviation, financial services and
the healthcare industry; and

— establishing partnerships in renewable energies, particularly ethanol.

(Source: press statement British Embassy website Brasilia—see Appendix 1 (not printed here)].

Other recommendations included

— Cooperation, missions and business development for SME internationalisation;

— Market development through missions and joint ventures in the professional services sector’

— co-operation in intellectual property rights between INPI and UKPO, and industrial quality
between INMETRO and UKNPL, promoting innovation and transfer of technology; and

— highlighting the importance of a comprehensive Investment Promotion and ProtectionAgreement
(IPPA) and a Double Taxation Agreement.

[Source: full press release—see Appendix 1 (not printed here)).

— Next steps include a seminar on “Doing Business in Brazil” in London during 1H07, andmeetings
of oYcials before March 2007 to review progress.

— The next formal JETCO meeting is planned to be in London in 2007.

1.3 House of Commons Trade and Industry Committee Inquiry 4Q06

— The House of Commons Trade and Industry Committee has launched an inquiry into British
Trade and Investment Opportunities with Brazil. This is part of a series of inquiries into the BRIC
countries (Brazil, Russia, India and China).

— As part of their investigation the Committee visited Brazil from 22-24 November. During their
visit to Brazil the Committee focused on the diYculties and opportunities faced by UK businesses
wishing to trade, or develop investment links withBrazil, with particular reference to opportunities
in the IT, life sciences, oil and gas, aerospace and financial services sectors.

— Britcham members are aware of the extension to the scope of the select committee inquiry to
include all Mercosur countries, announced in a recent press release following the committee’s visit
to Brazil. While this may be interesting for comparison purposes, Britcham strongly suggests that
Brazil is considered on a stand alone basis and any insights from their Mercosur-UK inquiry
should be used to build country by country conclusions.

— Grouping Brazil with other more “populist” neighbouring Latin America countries makes it more
diYcult for investors in the developed world to recognise the true business potential, as there are
wide diVerences between countries, and Mercosur does not act as a single entity. International
investors and traders consider the risk of doing business in “Latin America” or “Mercosur” to be
very diVerent to the risk of doing business in Brazil. To increase trade and investment between
Brazil and the UK will require significant changes in the awareness of specific opportunities, and
care will be needed not to confuse or dilute the focus by drawing general conclusions about the
region that may not be applicable to Brazil.

1.4 British Chamber of Commerce in Brazil

— This report represents the views of the committees of the British Chamber of Commerce and
Industry in Brazil. Specific International Trade and Investment committees based in Sao Paulo,
Rio and Porto Alegre have been established during the last year and are at an early stage in their
development.

— Britcham represents 287 members: 25 large companies, 149 SMEs and 94 individual members in
Brazil, plus 19 overseas members.

— The chamber’s membership comprises a mix of Brazilian branches of multi-national companies
and Brazilian companies with UK interests employing over 12,000 people in Brazil.
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— The membership is active in a wide range of business sectors: including oil and gas,
pharmaceutical, telecommunications, consumer products, and professional financial, tax, legal,
auditing and consulting services.

— The Britcham mission is: “To be the focal point for the UK-Brazil business community by providing
a forum to foster bilateral trade, investments and services.”

— For the last four years Britcham has published a book entitled Doing Business in Brazil which is
available from Britcham—a copy was provided for each MP at the lunch on 23 November.

— Britcham publishes a directory of members each year. A copy of this is available to the UKHouse
of Commons Committee to enable the committee to follow up questions.

2. UK-Brazil Track Record

2.1 Background

TheUKwas heavily involved in the development of Brazil’s infrastructure in the early 20th century. There
was a surge in UK investment in 1957–1960, under the Kubitschek legislation for the automobile industry
GEIA (Rolls-Royce, Perkins, Baker Perkins, BOC). Importation was eased and finance flows were
facilitated. At that time labour legislation was the main impediment.

Some government actions have de-stimulated UK interest. Market reserve legislation, forced RACAL
out of modem manufacturing, mining companies have left, and some ideological attitudes toward
pharmaceuticals have deterred investment. More recently there have been examples of the landless
movement invading land and destroying agricultural investments in NE Brazil, destruction of BASF
laboratories in the South, and invasion of ARACRUZ.

2.2 Investment

2.2.1 UK Investment Record with Brazil, Russia, India and China

During the five years to end 2004, UK companies invested around £2 billion in Brazil (net direct
investment including re-invested earnings). More than twice as much investment was made by UK
companies in Russia over the same period and almost 50% more was invested in China (excluding Hong
Kong). Brazil was still seen as a better place to invest than India, which attracted just over £1 billion in the
same period.

UK FDI position in BRIC Countries at end 2004 (£ billion)
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(Source: National Statistics based on FDI Inquiries by Bank of England www.statistics.gov.uk/pdfdir/
fdi1205.pdf)

At end 2004, the book value of net assets of UK companies in Brazil was £2.9 billion, compared with net
assets of £1.6 billion in Russia, £1.9 billion in China and £1.7 billion in India. The book values reflect
revaluation of foreign assets andmovements in exchange rates as well as the historical starting position, and
the more recent annual flow of investment in the charts above gives a better picture of what is currently
happening.

2.2.2 Sources of Foreign Direct Investment in Brazil

During the period 2000–04, almost half (46%) of the foreign direct investment in Brazil has come from
companies based in the US, Holland and Spain. UK companies have been in 15th biggest investors during
this period with investments of around 2% of the total FDI in Brazil (US$2.9 billion (net FDI)).
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Britcham’s analysis of this FDI performance is at an early stage. The Britcham International Trade and
Investment Committee will be examining the reasons for this apparently poor UK performance, to identify
any structural diVerences between diVerent companies’ views of investing in Brazil.

Spanish companies (<3 in FDI) and Portuguese companies (<7 inFDI)may bemore comfortableworking
in Latin America and Brazil particularly, but the leading investors US (<1) and Holland (<2) do not appear
to have strong cultural, language or historical ties with Brazil.

There are complexities and diYculties of doing business (see section 2.4) but most of these aVect all
investors and do not account for the diVerent levels of investment.

Awareness of opportunities in Brazil may be one factor diVerentiating investment from diVerent countries
(this is explored further in section 3).

Taxation agreements between countries may be driving the strong investment performance of companies
registered in the tax havens of Cayman Islands, Virgin Islands and Bermuda, which have hosted investments
of about ten times more than UK based companies during the last 4 years.

The fastest growing investors in Brazil are Holland, Canada and Luxembourg, with UK back in 13th
place, with UK investment in Brazil on average being 8% less than in the previous year during the last
four years.
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2.2.3 Confidence of Investors in Brazil

At end 2005, Investors had gained more confidence in Brazil as the Lula factor receded from company
risk assessments. Brazil was perceived as the 7th most attractive country for investment, moving up from
17th the previous year.

Foreign Direct Investment Confidence Index

[Source: FDI Confidence Index, Copyright AT Kearney, 2005. All rights reserved. Quoted (or reprinted)
with permission.]

2.3 Trade flows

International trade is typically the arm’s length buying and selling of goods and services and is regulated
by WTO agreements, to which Brazil is a signatory.

For the first half of 2006 the United Kingdom was Brazil’s thirteenth biggest trading partner in terms of
exports and fourteenth in terms of imports.

In the first half of 2006, Brazilian exports to the United Kingdom fell by just 2.03% in total. In the same
period, Brazilian imports from the United Kingdom grew by over 10%.

The balance of trade shows a surplus for Brazil. The total value of trade has risen by over 2%, when
compared with the first half of 2005.

In the first half of 2006, Brazilian total exports to theUK fell by just over 2%, compared to the same period
in 2005. The main Brazilian exported products to the United Kingdom are piston engines and parts for
motor vehicles; footwear; iron ore; bovine meat and bovine meat preparations; soya; poultry and plywood.

In the first half of 2006, Brazilian total imports from the UK grew by just over 10%, compared to the
same period in 2005. Brazilian imports from the United Kingdom are predominantly centered on factors of
production and capital goods with insecticides, herbicides and similar products; organic-inorganic
compounds; heterocyclic compounds; whiskies; professional, scientific, controlling instruments and
apparatus being the main products imported.
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Brazil’s Trading Partners (January–June 2006)

Rank County of Destination Exports $bn Rank County of Origin Imports £bn

1 USA 11.2 1 USA 6.7
2 Argentina 5.3 2 China 3.5
3 China 3.7 3 Argentina 3.5
4 Germany 2.6 4 Germany 3.0
5 Netherlands 2.5 5 Japan 1.9
6 Mexico 2.1 6 Nigeria 1.6
7 Japan 1.8 7 South Korea 1.6
8 Italy 1.8 8 France 1.4
9 Chile 1.7 9 Algeria 1.2
10 Venezuela 1.5 10 Italy 1.2
11 Russia 1.5 11 Chile 1.1
12 Belgium-Luxemburg 1,3 12 Saudi Araba 0.9
13 UK 1.2 13 Taiwan 0.8
14 France 1.1 14 UK 0.7
15 Spain 1.0 15 Spain 0.6

Others 20.6 Others 11.7

60.9 41.4

[Source: Embassy of Brazil in London http://www.brazil.org.uk/commercial/bilateraltrade.html]

2.4 Complexity of doing business

The World Bank’s Doing Business database aims to provide objective measures of business regulations
and their enforcement. The Doing Business indicators are comparable across 175 economies. They indicate
the regulatory costs of business and can be used to analyze specific regulations that enhance or constrain
investment, productivity, and growth. Brazil is currently ranked 121 out of 175.

Starting a Business
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Paying Taxes

Trading across Borders

Enforcing Contracts
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Brazil.........

....ease of doing business
Doing Business Overall

[Source: World Bank: Doing Business, September 2006.]

The World Bank concludes that governments and industry can achieve a win-win situation by working
together to help simplify tax systems and improve revenue collection. Worldwide, it takes on average 332
hours per year for businesses to comply with all tax requirements. But this time ranges from 2,600 hours in
Brazil to just 68 in Switzerland.
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[Source: World Bank/PwC Report: “Paying Taxes—The Global Picture”.]

Small businesses have a particularly hard time dealing with multiple tax payments. Brazil has started
making this process simpler. In 2001 it introduced the Simples system, which allows for one monthly tax
payment for businesses with annual revenues below $1.1 million. The payment covers eight taxes, including
four federal and state consumption taxes, two profit taxes, one labour tax and one municipal tax. Opinion
surveys have found that nearly 90% of businesses think highly of this reform—emboldening the government
to plan more ambitious reforms to collect taxes electronically.

3. Barriers and Opportunities for UK-Brazil Trade and Investment

The following “barriers” reflect the views of Britcham members from their experience of doing business
in Brazil. These issues are explored in more detail in the following pages and opportunities are highlighted
which could lead to increased trade and investment for both the UK and Brazil.

It is recognized that the fundamental barrier, especially to small and medium sized companies, is the lack
of awareness of opportunities. If the prize is big enough, then this barrier can be overcome, but gaining
awareness of the barriers, and assessing the risks and the size of opportunities are diYcult for many
companies. This is discussed as the first barrier to trade and investment in this section.

With the new Brazilian government in place and ministerial appointments still being made, it is an
opportune time to reinforce the benefits of simplifying tax and labour legislation for Brazil and investors
and traders, and ensuring that increased trade and investment is built into government policies and plans.
There are encouraging signs that the new government is already starting to consider simplification of the
Environmental Licensing process to help investment projects to progress.

— Awareness of Brazil and Confidence of UK companies—(All business sectors).

— Tax legislation complexity—(All business sectors).

— Labour law complexity—(All business sectors).

— Availability of local skills and capabilities in SMEs—(All business sectors).

— Importation of Goods—(All business sectors).

— Oil and Gas Exploration Environmental Licensing delays—(Oil and Gas Sector).

— Access to infrastructure/gas pipelines—(Oil and Gas Sector).

— PPP: financial services—(Services Sector).

— Reinsurance Market—(Services Sector).

— Development of Carbon Trading Systems—(Services Sector).

— Telecoms legislation—(Services Sector).

— Legal framework for development of biosciences—(Bio-sciences Sector).

— ANVISA regulatory environment—(Bio-sciences Sector).

— Protection of Intellectual Property Rights—(Bio-sciences Sector).
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Possible opportunities for collaboration are highlighted in the following sectors, which will be enabled by
raising awareness and reducing the barriers. Further work will be needed to identify specific business
opportunities:

— Collaboration in strategic sectors: Aerospace—Oil and Gas—Financial Services—PPPs—
Biosciences—Exports—Education and technology business development.

Barriers to trade and Examples Opportunities to increase UK Opportunities for
investment trade and investment? Brazil?

All Business Sectors
Awareness of Brazil Contradiction between Build a more robust business Increased ability to
and confidence of positive cultural “in image of Brazil in the UK. export to the UK–
UK companies vogue” image of both building on robust

Brazil from the UK and Develop high level personal business image.
UK seen from Brazil, vs a contact programmes. It may
largely unknown image of be useful to benchmark the Build on UK exports
a place to do business. impact of UK activity with as an entry to

the impact of high level visits European markets.
“Brazil is still, in the eyes from China, Germany and
of foreigners (British) the Japan, and their position as Increased foreign direct
country of carnival, <2, <4, and <5 exporters to investment from the
football, alligators, Brazil compared with UK at UK.
criminals and indians.” <14.
[source: Brazilian
journalist in London, Develop SME awareness of
2006]. opportunities through

private sector road-shows
Although in joke, the with public sector support in
description by the main business centres in
journalist is a hidden truth Brazil and UK.
of perception. Coupled
with the known local Engage JETCO in continued
problems of bureaucracy, consultation with key private
corruption, ideology and sector organizations (eg
ineYciency in the public Britcham) and Brazil-UK
sector, it is one of the parliamentary groups.
intangibles behind the
lack of interest. Reinforce Brazilian and UK

business success (UKTI?).
DiYculties of language
and culture? OVer risk assessment and

risk management advice to
See improving Confidence SMEs (UKTI?)
Index by AT Kearney.

All Business Sectors
Labour law Labour law bureaucracy Simplification of Brazilian Creation of more jobs.
complexity creates a high cost of labour law would enhance

employment. business eYciency and enable
businesses to create more

Restrictive work permits jobs.
delay business start-up
and increase costs.

All Business Sectors Examples from Oil and Simplification of Brazilian Improved revenue
Tax legislation Gas Sector—IBP tax systems. collection—
complexity advocacy pack (source: governments and

Richard Taylor, BP]. Double taxation agreement industry could achieve
between UK and Brazil to a win-win result by

Tax complexity and encourage more trade, reduce working together to
diYcult-to-predict tax costs, and simplify corporate help simplify tax
load in manufacturing structures required. This is systems.
situations. one of the items in the Joint

Declaration from the recent Increased Brazilian
No double taxation JETCO meetings. exports into the UK.
treaty—creates high level
of withholding/social Increased FDI in
taxes. Brazil.
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Barriers to trade Examples Opportunities to increase Opportunities for
and investment UK trade and investment? Brazil?

Worldwide, it takes on
average 332 hours per
year for businesses to
comply with all tax
requirements. But this
time ranges from 2,600
hours in Brazil (worst) to
just 68 in Switzerland.
[Source: World Bank
Report: “Paying Taxes—
The Global Picture”
survey of the position of a
standard modest-sized
company in each of 175
countries. (2006)].

All Business Sectors Customs delays with Brazilian government is
Importation of imported goods trapped already working to reduce
goods through bureaucracy and customs bureaucracy.

inflexibility.

All Business Sectors Oil and Gas Sector: Simplify National Content Increased employment
availability of local DiYculty of meeting requirements in public sector and productivity in
skills and current local content contracts. Consider clarifying Brazil.
capabilities in SMEs requirements for ANP the rules to make them

license rounds [source: simpler to interpret. Develop competences
(National content IBP]. for Brazilian SMEs to
rules apply to oil Allow investors to make compete outside Brazil
and gas, aerospace The Brazilian and UK commitments of equivalent in international
and automotive governments have value to invest in people markets.
sectors) objectives to promote skills (similar to carbon

their respective Small/ trading oVset).
Medium Size Enterprises
(Sees), including helping Build on PROMINP
them “internationalise” programme in oil and gas
their businesses (eg: sector and BNDES
SEBRAE in Brazil and programme in aerospace
Small Business Service in sector, to reinforce
the UK). requirements and pace of

skills development.
Expansion of Brazilian
supply chains will rely
heavily on Brazilian
SMEs. Much of UK
industry’s supply chain
capability similarly resides
in its SMEs.

Brazilian SMEs often Develop specific packages to
need imported products, support export projects in
services and know-how to priority sectors. Include help
expand their capabilities, from government agencies
to fill supply chain gaps. and trade and industry

bodies, and help in
UK SMEs who possess understanding business
the products, services and cultures.
know-how needed by
Brazilian supply chains, Consider extension of small
often lack the resources to business tax regime to reduce
enter the Brazilian market bureaucracy for medium-
alone. Co-operation sized businesses during start-
between them can provide up.
an ideal solution for both.

Encourage JVs with UK
Brazilian and UK SMEs companies to build
face diYculties when competences in Brazilian
attempting to form SMEs.
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Barriers to trade Examples Opportunities to increase Opportunities for
and investment UK trade and investment? Brazil?

associations, eg
— Reconciling business Encourage training and
cultures/expectations. exchange of experiences
— Understanding of between UK and Brazilian
available opportunities companies.
— Uncertain taxation
regime/load.
— Uncertain protection
of intellectual property.

Addressing these
diYculties and facilitating
cooperation between
Brazilian and UK SMEs,
in the first instance
specifically in the oil/gas
and aerospace sectors,
where there is an
established Brazilian need
and a demonstrated UK
ability to help satisfy the
need, extendable later to
other sectors, will open up
large opportunities for
expanding bilateral trade
and investment. [source:
Rio IT&I Committee].

Oil and Gas Sector Number of rigs lying idle Simplification of IBAMA Better environmental
Environmental awaiting IBAMA licensing system through assurance for Brazil,
licensing delays environmental permits. process improvement and focusing on most

prioritisation on issues that important issues.
A more predictable system really protect the
is required that enables environment. Possible increased
eVective planning to exploration investment
reduce the significant costs Build environmental from Brazilian and
of waiting for permits to expertise in agencies and foreign companies.
be granted. universities.

Brazil would have
IBAMA focusing on Exchange best practice more confidence in
impact and less on between UK and Brazilian being able to maintain
balanced decisions as agencies. oil and gas self
required by law: balancing suYciency.
economic benefit vs Training agreements between
environmental risk. UK and Brazil universities—

including scholarships.
Industry has a good track
record but a poor
perceived reputation
[source: IBP]

Oil and Gas Sector Opportunity to share Guaranteed access to Faster growth of
Access to experience of development infrastructure—New Gas domestic gas market
infrastructure/ gas of UK gas regulations. Law required to enable for Brazil.
pipelines financing of new

developments. Increased FDI.

Services Sector Opportunities for UK Share UK PPP experiences. Faster GDP growth
PPPs: financial professional services with removal of
services companies advising on Encourage private infrastructure

PPP contracts and on investments—eg incentivise bottlenecks.
innovative financing. construction of new gas

pipelines. Access to UK based
In 1994, the UK signed an capital markets.
Investment Promotion Information on upcoming
and Protection Agreement projects being considered by Increased foreign direct
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Barriers to trade Examples Opportunities to increase Opportunities for
and investment UK trade and investment? Brazil?

(IPPA) with Brazil, which federal and state government investment.
is still awaiting Brazilian would stimulate greater UK
Congressional approval. involvement.

Foreign investment Ratification of the 1994
currently restricted in IPPA would help foreign
internal transport, public investment.
utilities, media and other
strategic industries.

Services Sector Opening of Brazilian Market opening provides Growth in re-insurance
Reinsurance market Market in 2007, and opportunity for associations market.

privatisation of the State’s between Brazilian and UK
reinsurer, IRB. insurance companies. New market

opportunities for
Build on President Lula‘s Ratification of WTO Brazilian insurance
visit to City of London in understanding on financial companies.
March 2006. services would improve

market clarity.

Establish technical
cooperation between FSA
and SUSEP.

Services Sector Share experience of first Definition of Tax Regulation Reinforces Brazil’s
Development of year of Carbon Trading related to carbon trading. climate change
carbon trading system in Europe can be leadership position.
systems transferred to Brazil. Implementation of public

policies on CDM.

Services Sector Brazil has a significant Further liberalisation of the
Telecoms legislation telecoms market (around telecoms market, and ability

40 million fixed lines and to resell mobile services and
close to 100 million mobile virtual network
mobile phones during the operatorships would
next 12 months), and stimulate business.
although privatised, this
sector has regulatory Share UK experience.
challenges.

Bio-Sciences Sector Legal framework for access More rapid
Legal framework to genetic resources. development of
for development of bioscience capabilities.
biosciences Improvement of Brazilian

Biosafety Act. Greater foreign
investment.

Bio-Sciences and In the pharmaceutical Improved ANVISA speed, More competitive bio-
Health Sector sector, ANVISA transparency and stability. sciences sector.
ANVISA regulatory (Brazilian health
environment authority) reviews all or; alternatively

patent applications for
pharmaceutical products ANVISA approval could be
and processes—a slow eliminated and patent
approval process. decisions delegated to INPI

as the appropriate body with
ANVISA also rejects the necessary technical patent
patent applications for expertise.
second use of products, as
they are not classed as Clarify ANVISA’s role as a
new products. technical body, not political/

economic.

Bio-Sciences Sector High standards of IP
Protection of protection, with consistent
intellectual property application and enforcement
rights are needed—this is being



3703271006 Page Type [O] 11-07-07 22:17:48 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 67

Barriers to trade Examples Opportunities to increase Opportunities for
and investment UK trade and investment? Brazil?

developed by a JETCO
working group.

Improved National Institute
for Industrial Protection
(INPI) services, speed,
infrastructure, and additional
staV—this would help reduce
the patent and trademark
application backlog.

Avoidance of political
interference in patent
process.

Opportunities for UK-Brazil Collaboration

There are opportunities for collaboration between Brazil and UK to increase bilateral trade and
investment in the following sectors, where the market and opportunities are large and UK/Brazilian
companies are especially well placed to take advantage of them:

— Oil and Gas Sector;

— Aerospace Sector;

— Financial Services;

— Public-Private Partnerships (PPPs);

— Biosciences;

— Education and new technology business development; and

— Alternative Energy.

The barriers examined in the previous section apply to many of these sectors.

Further information on three areas of potential collaboration is included as follows:

Oil and Gas Sector

— The Brazilian oil/gas sector and the associated shipbuilding sector oVer huge business
opportunities, with programmed investments by Petrobras alone of US$87 billion over the next
five years.

— The Brazilian government has an active programme to expand the national supply chains for the
oil/gas sector (PROMINP Programme).

— Participation by foreign companies is encouraged, as a Brazilian subsidiary or in association with
Brazilian companies, as a way of accelerating the objective.

— UK investors need a strong Brazilian-based SME capability and capacity to be able to meet
national content requirements.

— UK is particularly strong in the oil/gas industrial sectors and has much to contribute to the
objectives of expanding the Brazilian oil/gas supply chains.

Aerospace Sector

— The Brazilian aerospace sector is now the world’s 3rd largest producer of commercial aircraft
(Boeing, Airbus, Embraer).

— The Brazilian government has an active programme to expand the national supply chains for the
aerospace sector (BNDES’ programme).

— Participation by foreign companies is encouraged, preferably in association with Brazilian
companies, as a way of accelerating the objective.

— The UK’s aerospace industry is the world’s 2nd largest and therefore has much to contribute to
the objectives of expanding the Brazilian aerospace supply chains.

— Promotion of cooperation would help increase trade and investment in this area.

— Aerospace appears to be a Brazilian priority; UK trade would benefit from also treating this as
a priority.
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Financial Services Sector

— If the Brazilian economy is to grow at rates similar to other BRIC countries, it will need access
aVordable funding.

— Interest rates continue to be prohibitively high in Brazil forcing many treasurers to seek oVshore
funding in the form of debt or equity.

— Recently the Brazilian equity markets have witnessed an unprecedented level of activity. Over the
decade to 2004, the number of IPOs in Brazil could have been counted on two hands. Since the
launch of the BOVESPA Novo Mercado (a stock exchange requiring a high standard of
governance), over 50 companies have launched IPOs.

— Although these IPOs are launched on the Brazilian market, approximately 60–70% of amounts
are raised through 144As and Reg S (foreign investors).

— The Novo Mercado raised US$ 7 billion in 2005 and will raise over US$ 15 billion in 2006. This
compares to the approxUS$ 56 billion raised in London andUS$51 billion inNY in the first seven
months of 2006.

— TheCity is clearly an increasingly important venue for foreign IPOs. The large number ofRussian,
Indian, Chinese and Israeli companies raising capital through the main board and AIM on the
London Stock Exchange is impressive.

— Brazilian companies are conspicuous by their absence. Currently, the challenges presented by the
US markets have resulted in many prospective foreign registrants shying away from New York.

— Through UKTI, we encouraged the London Stock Exchange to visit Brazil which they did in
September on a fact finding mission. At our request, Alderman John Stuttard, the LordMayor of
the City of London wrote to the Chairman of the London Stock Exchange advising of his plans
to visit to Brazil in August 2007 and invited the London Stock Exchange to accompany him. We
believe that having Brazilian companies listed in London will increase the corporate dialogue and
build new networks thereby promoting trade and service opportunities.

— Another important source of fundingwill involve the PPP initiative. Similar to theUKs experience
with PFIs, the Private Public Partnerships have the potential to attract new sources of funding and
reducing the participation of the state in new infrastructure projects. This first PPP program in
São Paulo was announced in December 2006. The UK’s expertise in advising on, planning and
project managing PPP is second to none.

— The Brazilian reinsurance sector, currently a state monopoly, is expected to the opened to the
private sector in the short term.

— The City has an important role to play in developing bilateral invisible trade opportunities.

(Appendices 1–6 not printed here.)

6 December 2006

APPENDIX 7

Memorandum submitted by British Expertise

You asked at the end of our evidence session with you on 30 January if we could let you have a note on the
reasons why there is so little interest fromBritish professional services companies in theMercosur countries.

In our view, the reasons are as follows:

Local Capacity

It is a paradox to us that UK Trade & Investment have identified Brazil and Mexico as priority markets,
yet they are the most advanced countries in the region in terms of supplying professional services. There will
in general be more opportunities in the smaller countries, also in the West Indies, from which much of the
UKTI resource has been withdrawn.

Language

Language is a barrier to the supply of services (but not of goods) in Latin America. This is the only
continent where there are only two languages. That seems to have created an expectation that businessmen
will speak one of them, and they discriminate against those who cannot, in a way that Chinese, Russians
and others would not. In Brazil, you are of course expected to speak Portuguese. It is also the case that
Spanish and Portuguese are much less taught in British schools than other Western European languages,
so we start with a disadvantage. No private sector company can aVord to give comprehensive language
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training, so executives end up taking part-time lessons on top of their day jobs, and this does not normally
produce eVective command of the languages. Companies that are successful in LatinAmerica havemanaged
to recruit native speakers of one or other language.

Barriers to Trade

British Expertise companies are discouraged by Government over-regulation, bureaucracy, diYculties in
setting up companies, protectionist employment laws, withholding taxes and ineVectiveness of double
taxation agreements (it is apparently impossible to obtain tax certification in Brazil). The Government’s
JETCO initiative with Brazil is of course designed to put these issues right; but this will take a long time,
and it will take even longer to change perceptions.

Corruption

Most businesses see Latin America as corrupt, though in reality Latin American countries are no worse
than many others. Senior oYcials in Ministries tend to favour those with whom they went to University so
there is often a closed network to penetrate even before you come into competition on price against local
companies. The very rich still have a huge controlling influence, which once again tends to create unfair
competition.

Payment Problems

Latin American countries are typically poor at paying for work done, even under World Bank funded
contracts. Part of the reason is corruption, but it is also relevant that many have unstable currencies and
can be politically unstable, though that is improving. Latin American countries are poor at collecting tax
revenues, so that resources are scarce.

Cost of Entry

Lack of real knowledge of the region means that businesses wanting to invest or sell there make a
substantial and costly eVort to penetrate the region. There is often insuYcient incentive to do that, as against
using resources in other parts of the world that are better known. An acquisition is one way to tackle this,
but you are still left with all the other problems.

Conclusion

It seems generally agreed that Latin Americans actually like doing business with Europeans, particularly
the British, though of course the Spanish have a strong position despite of their colonial history. The
experiences of our member companies suggest that there is good business to be done in Latin America in
professional services, but that a company entering the market needs to be well prepared and have
representatives with a good command of the appropriate language. Some companies are doing well in niche
activities, for example Currie & Brown in PPP expertise, HTSPE in aid-funded business. Others are using
US subsidiaries, eg Mott MacDonald operating through their US Company, Hatch. A clear strategy
involving some or all of these elements seems to be necessary for success.

9 February 2007

APPENDIX 8

Memorandum submitted by British Telecommunications plc

Introduction

1. BT is grateful for the opportunity to input to this Inquiry. We are committed to the MERCOSUR
countries as part of our strategy of providing world class communications and IT services globally. We have
a growing presence in the region. The needs of the many UK and other European-based companies with
oYces in the region have encouraged us to make significant investment in state of the art communications
equipment.

2. However, there are some regulatory and taxation issues in these countries holding back companies
such as BT from providing the competitive services that customers need.

3. In this paper we provide background on the area and our presence, we look at some of the regulatory
and taxation issues, and we make some suggestions for UK Government action.
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Market Dynamics

4. The MERCOSUR countries generally, and Brazil in particular, oVer important investment
opportunities as a result of privatisation, regional governmental policies and multinational companies
opening or expanding businesses in the region over the past four to five years.

5. TheMERCOSURcountries are beginning to provide an attractive labour pool given themulticultural
and multilingual work force, lower salaries and operational costs.

BT’s Presence in the Region

6. Prior to 2003, BTs strategy in Latin America was to service existing customer requirements in the
region through a limited presence. Since then we have expanded our capabilities and strategy and now have
companies providing service in 22 countries in the region.

— Brazil is the key market in the area, representing around 70% of our operations. Mexico
(representing around 15% of operations) and Argentina (representing 10% of operations) are also
very important;

— We have oYces in Brazil (over 100 people) and Mexico (25 people), with more than 150 people in
the region in total. Our regional headquarters are in São Paulo, Brazil;

— one of BTs six global network centres is in Brazil; and

— current customers include Unilever, Inbev, Reuters, Fiat, Syngenta and BMS.

Issues to be Addressed

7. Given the importance of the Brazilian market both to BT and to the region generally, the rest of this
paper looks at issues in Brazil as a means of highlighting issues of concern generally throughout the
MERCOSUR countries.

Background Information on the Communications Industry in Brazil

8. A few key facts concerning the industry in Brazil include:

— revenues of R$ 16.4 billions in 2005 (source ANATEL—Brazilian regulator);

— investments in 2005 were R$ 15.2 billions (source ANATEL);

— 40 million fixed lines and 100 million mobile lines (source ANATEL);

— competition in the fixed telephony market remains limited, with 95% of the market still served by
the incumbent concessionaires;

— BT is licensed to provide data, voice and video to corporate customer sites; and

— BT has applied for and has been granted some local, regional and international telephony licenses
to further expand its portfolio.

UK-Brazil Joint Economic and Trade Committee

9. BT welcomed the formation of theUK-Brazil Joint Economic and Trade Committee in 2006.We were
pleased to be a participant in the industry meetings that were used to inform the first meeting of JETCO on
5 September 2006 in Brasilia, attended by the Rt Hon Alistair Darling, Secretary of State for Trade and
Industry. We are actively engaged in the follow-up work and believe that this forum will be a useful means
of pursuing discussions about trade and investment in Brazil.

10. It may be that similar arrangements with other MERCOSUR countries might be useful.

Key Issues for the Future Development of Competitive Communications and IT Services

11. There should be greater emphasis on developing competition. For example, the regulator, ANATEL,
could promote a resale market. Under the current regulatory framework for telephony licences (known as
STFC licences), competitors can build networks and carry traYc for their customers over those networks
(so called on-net traYc). However, the conditions attached to sending calls out from those networks onto
the incumbent’s network (so called oV-net traYc) make such services technically diYcult and commercially
unattractive. For instance, companies interested in bundling the incumbent telephony services with
innovative IP applications to satisfy multinational customers’ needs for oV-net voice applications need first
to obtain an STFC licence. Compliance with the many requirements of the STFC licences like
interconnection, tariVs, carrier codes, numbering blocks and others, eVectively prevent the development of
these types of oVers. (It is worth noting that the majority of countries in Latin America have already adopted
flexible resale rules, including MERCOSUR members Argentina and Uruguay.)
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12. Resale can prove beneficial also in the mobile retail market. By allowing resellers and mobile virtual
network operators (MVNOs) to partner with the existing mobile operators the already deployed
infrastructure can be maximized. Resellers and MVNOs will add innovative value added mobile
applications and lower cost fixed-mobile convergence products to this growing number of mobile
subscribers.

13. ANATEL and the competition authority CADE could also consider stronger actions to bring
competition to the telephony market by providing stronger regulation of access bottlenecks, as has
happened in the UK and is being developed elsewhere.

14. Taxes: Tax burdens are higher in Brazil than in other countries in the region and taxes are more
complex. Some services are taxed at themunicipal level (ISS tax) and some at the state level (ICMS taxwhich
for instance in Sao Paulo is 25%, a rate generally higher than comparable VAT rates in the rest of Latin
America, which are in the range of 10-15%). At the federal level, we also pay a number of taxes, like PIS
and COFINS and also regulatory fees and contributions to the FUNTTEL (Fund for the Technological
Development of Telecommunications) and the universal service fund—FUST.

15. Contributions to the FUST are one of the highest in the region. FUST is estimated to have grown to
US$1.75bn since 2001. A moratorium on the contribution obligation would allow the government to plan
how to manage the funds eYciently.

16. One of the problems in Brazil is cumulative taxation: taxes are levied twice on the same service. For
instance, when buying a service and then reselling it, both the suppliers and providers pay taxes like ISS,
PIS and COFINS that cannot be credited like VAT. Those taxes combined can amount to an additional
15% cost.

How can the UK Government Help?

17. As mentioned, the creation of the UK-Brazil JETCO is a good start. We believe the UKGovernment
can usefully use this vehicle as ameans of pushing a pro-competitive agenda, citing the growth of the relevant
industries, and the support they provide to economies in general, in those parts of the world where
liberalisation is most advanced and supported. Without the same kind of push in MERCOSUR countries,
investment in the infrastructure and services needed to provide their economies with the ability to compete
with the rest of the world in the information-rich future will be held back.

8 January 2007

APPENDIX 9

Memorandum submitted by CliVord Chance

Summary

1. The UK legal services industry has achieved a leading position in the global market, with oYces all
over the world. However, while the UK legal services market is one of the most liberal in the world, UK law
firms face barriers and restrictions in key markets abroad. There are significant investment opportunities
for UK law firms in Brazil, but restrictions on the practice of law in Brazil make it diYcult for UK law firms
to take full advantage of these opportunities, despite the fact that Brazilian lawyers may freely practise here.
Liberalisation of the legal services market in Brazil, by permitting foreign law firms to operate more
eVectively in Brazil, would not only benefit UK law firms, but also contribute to Brazilian economic growth,
and the dissemination of legal skills. We hope the Committee will recognise the key importance of legal
services, and that the Committee will recommend that the UK government urge the Brazilian government
to take action to resolve these issues.

Clifford Chance and the UK Legal Services Industry

2. This submission is made on behalf of CliVord Chance LLP, in response to the invitation by the House
of Commons Trade and Industry Committee to submit evidence on trade and investment opportunities
with Brazil.

3. CliVord Chance is the first fully integrated global law firm, with 29 oYces in 20 countries,1 and over
3,500 legal advisers, the largest number of which are based in London. We are regulated by the Law Society
of England and Wales.

1 Includes an associated oYce in Romania.
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4. According to a report by International Financial Services London, published in March 2005, legal
services contributed £12.9 billion or 1.4% of the UK’s GDP in 2002, net exports generated by international
law firms totalled £1,802 million in 2003, and international law firms in London generated an estimated £2.6
billion in UK tax revenue in 2001–02.

5. Our policy has been to follow clients’ needs and expectations in deciding where to set up oYces. Thus,
the countries where we have oYces include the United States of America, all of the major European
economies and other key growth economies around the world including Russia, China and Brazil.

6. Opportunities for law firms are limited in Brazil are limited by Brazilian restrictions, most importantly,
the restriction on multi-jurisdictional partnerships. Local regulation prohibits foreign firms from entering
into a joint venture with a Brazilian law firm or advising on Brazilian law.

7. It is clear that Brazil is a very important market, and that its importance will continue to grow.
Permission to practise freely in Brazil will be mutually beneficial to the UK and Brazilian economies.

8. We note the Committee intends to focus its inquiry on the IT, life sciences, oil and gas, aerospace and
financial services sectors. However, we would like to encourage the Committee to take into account the
crucial significance of the provision of legal services to all these sectors. As PeterMandelson said, in his letter
to Brazilian Minister, Celso Amorim, on 30 May, “Legal services are business-enabling services that are
particularly important for economic development and play an important role in creating an investment—
and business friendly environment.” All major transactions involving significant cross-border investment
or financings are likely to require expert and detailed advice in the law of more than one jurisdiction from
lawyers with experience in multi-jurisdictional commercial transactions.

9. Legal services are therefore just as important as other infrastructure services, such as financial or
telecommunications services, in facilitating foreign investment and developmental projects that oVer many
benefits to developing economies, including Brazil. Large investors and global corporates are wary about
participating in projects without the assurance provided by competent and experienced legal advisors.

10. Our concerns are shared by other international law firms, as well as the Law Society of England and
Wales, which has been very active in this debate.

Legal Services and Restrictions in Brazil

11. We have been providing services to clients based or active in Brazil for over 30 years and ours is the
largest non-Brazilian law firm in the country. Since 1990 we have completed several hundred transactions
for, or in connection with, Brazilian private and state-owned companies from a wide range of industries.
Much of our work, and that of similar international firms, is international and involves assisting financial
institutions and commercial organisations in connection with the acquisition, development and financing
of businesses around the world. This includes infrastructure, natural resources, the development of the
capital and financial markets and privatisations, as well as foreign direct investment more generally.

12. However, the restriction onmulti-jurisdictional partnerships hampers our ability to oVer a full service
to clients, and constrains our further investment in Brazil. We also believe that the failure to liberalise legal
services impedes the future development of the Brazilian economy (see below).

13. Our service to clients is aVected in a number of ways. Because we are not able to enter in partnership
or joint venture arrangementswith Brazilian lawfirms, we are not able to advise onBrazilian law. This leaves
us unable to oVer a “seamless” service, as we have to refer some work to Brazilian law firms. Furthermore,
we are unable to contribute to net investment in human capital in Brazil.

14. We believe that any concerns Brazilian law firms may have about the impact that foreign law firms
would have on the legal sector are misplaced. There is minimal overlap between our practice and the
practices of the vast majority of Brazilian lawyers. CliVord Chance and other international law firms will
not be competing with Brazilian law firms in, for example, matrimonial, domestic conveyancing, wills, or
criminal law. As far as the bigger Brazilian law firms are concerned, we believe that co-operation, and
competition, with international law firms will only have the eVect of raising standards and improving the
service to the client.

15. We fully recognise the competence and abilities of the best Brazilian law firms, including on cross-
border matters. However, it is still the case that Brazilian firms do not have the breadth and depth of
experience of global firms. Although there are some relatively large Brazilian firms, the largest—Demarest
e Almeida—is still only about one-eighth the size of CliVord Chance in terms of the number of partners.
This can create logistical problems on very large or complex transactions. Further, they have more limited
exposure to international markets, whereas many of our partners have been involved in international work
throughout their careers. The accumulation of this expertise in Brazil can only be hampered if foreign law
firms are limited in their contribution to the quality of the legal services sector.
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The Case for Liberalisation

16. Liberalisation in the Brazilian legal services sector would provide clear benefits to UK law-firms, the
UK economy, and also for Brazil itself. The multinational companies for which we typically act need
sophisticated legal advice, often spanning a number of jurisdictions. International law-firms therefore
provide a service that would otherwise not be available, the lack of which may deter inward investment in
that jurisdiction.

17. Brazil has seen significant growth in its industrial sector since the 1970s and, since the introduction
of theReal Plan to stabilize the currency and tame inflation in themid 1990s, there has been steady economic
growth. A privatisation programme in the late 1990s has increased the number of world class corporations
in private hands. However, its potential growth is constrained by a number of factors. The main ones are
under-investment in infrastructure, ineYciency in services and the need for reform in taxation and labour
law practices.

18. The presence of international law firms would help remedy this by filling a skills gap and facilitating
investment in infrastructure, as well as encouraging greater eYciency across a number of markets.

19. A more liberal regulatory regime in Brazil would also create a more open and transparent climate for
investment. The presence of the international auditing firms in Brazil, for example, has helped Brazil access
the international capital markets. A similarly open approach to legal services, and the enhanced presence
of international law firms on the ground could help aYrm São Paulo’s position as a regional financial centre,
generating employment and export earnings.

20. Although international law firms operate in a highly competitive environment, we do not generally
compete directly with local law-firms, but rather with other global law-firms. Indeed, we employ, train and
enter into partnership with local lawyers, where permitted, and transfer our skills to them. Local regulations
that prevent us from doing this in Brazil hamper our attempts to provide a comprehensive service to clients
as well as curtailing career prospects and experience for local lawyers. Liberalising the Brazilian legal
services sector would also create career opportunities for Brazilian lawyers.

21. The presence of international law firms able to provide a full legal service to clients would strengthen
the Brazilian legal system and promote quality work amongst the top Brazilian law firms.

22. The UK has one of the most liberal regimes for legal services in the world. There are no restrictions
on the provision of legal advice, whether on the law of this or any other country or supranational
organisation, or on international law. We are not seeking for our lawyers any opportunities in Brazil that
Brazilian lawyers have not had in England for many years.

Steps Towards Liberalisation

23. With the collapse of the current GATS talks there is a now little or no prospect of progress through
the WTO, and correspondingly a real need for the UK government to take action with a view to achieving
greater liberalisation in the Brazilian legal services sector.

24. We would encourage the UK government, whether through Ministerial interventions, through UK
Trade and Investment or through other channels, to help UK law firms in their attempts to operate more
freely inBrazil. It is not acceptable for Brazil to impose restrictions onUK lawyers giving advice onBrazilian
law and entering into partnerships or joint ventures with Brazilian law firms, while Brazilian lawyers have
the benefit of the very liberal regime in the UK.

25. We hope that the Select Committee will agree, and will recommend that the UK government
maximise its eVorts to achieve liberalisation of legal services in Brazil. To this end, we would be glad to assist
the Select Committee in any other or further way that it may think useful.

9 October 2006

APPENDIX 10

Memorandum submitted by the Confederation of British Industry

1. The CBI welcomes the Trade and Industry Committee’s inquiry into Trade and Investment
Opportunities with Brazil. As the UK’s leading business organisation, CBI speaks for some 240,000
businesses that together employ around a third of the private sector workforce, covering the full spectrum
of business interests both by sector and by size.

2. The CBI is actively engaged in promoting UK business interests in Brazil, in seeking to eliminate
barriers to doing business and in securing broader common goals. We highlight the following issues in
this report:

— Brazil as a key emerging economy and a country that is increasingly engaged in a leadership role
in the global economy;
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— the UK’s export and investment position with Brazil compared to other economies (the BRIC
countries—Brazil, Russia, India and China);

— opportunities and diYculties faced by UK business that wish to trade with or invest in Brazil; and

— the role of the UK Government in assisting businesses in overseas markets.

Executive Summary

3. Brazil is an important economy with significant potential. It combines market size, natural resources,
stable government and an increasingly healthy macro-economic climate. However, it is not the easiest
market in which to do business and, in commonwith other emerging economies, companies need to be aware
of these dynamics in order to execute a successful market strategy.

4. The UK has significant levels of foreign direct investment (FDI) in Brazil, but Brazil is still perhaps
sometimes overlooked in business strategies. CBI welcomes the establishment of the Joint Economic Trade
Committee (JETCO). It will help strengthen the business relationship between the UK and Brazil and
address some basic mis-perceptions that exist in both countries.

5. The UK Government’s trade and investment development work is carried out principally by UKTI,
which has a very good team focussing on Brazil both in market and in the UK. CBI enjoys a good working
relationship with this team.

Brazil as a Key EmergingMarket and its Engagement with the Global Economy

Brazil’s economy

6. After years of protectionism, Brazil embarked on a strategy to open its markets to foreign competition.
From the 1990s, privatisation and concessions liberalised the economy and led to significant investment
flows into the country. Overall GDP growth has not been as high as other BRIC economies. This is due in
part to high interest and high tax rates, as well as regulatory burdens and the need for greater infrastructure
investment. However, GDP per capita in Brazil is significantly higher than in China and India.

7. Today Brazil operates a strict monetary policy. Although interest rates are currently at 14.25%, they
have been falling steadily. We believe that a more favourable and stable long-term macro economic
environment provides scope for further reductions in real interest rates. Inflation is down to under 4% for
the first time since 1999 and foreign debt has been cut significantly.

8. Since 1998, the Brazilian current account surplus has increased by more than 6% of GDP, driven by
a dramatic increase in the trade balance. Brazilian exports have grown on average 25.1% p.a in the last three
years, despite an appreciation in the currency. The debt-to-exports ratio is also at its lowest since 1971, which
significantly reduces the Brazilian economy’s resilience to external threats. Brazil has a strong agricultural
sector with impressive growth and productivity rates. It is a world-leader in sectors such as biofuel ethanol
and short-to-medium range aircraft and it is benefiting from China’s increased demand for food and raw
materials.

9. Key building blocks are therefore in place to sustain an increasingly healthy economy which is able to
withstand any future negative impacts. This is a significant break with the past. The recently announced
2007 federal budget—still to be approved by Congress and executed by the new government after October’s
elections—shows a primary fiscal surplus and a reduction in the debt-to-GDP ratio. The Government is not
expected to raise taxes next year nor propose the creation of any new tax. Brazil is looking forward to
obtaining investment grade status from international rating agencies.

10. Income distribution inequalities remain pronounced, with 21% of the population living on or under
$2 a day. The informal sector remains significant and is estimated to account for about 40% of Brazil’s GNP
compared with 46% for Russia, 23% for India and 13% for China.

11. Provided that necessary economic reforms in the fiscal, tax, regulatory and labour areas are made,
Brazil will enjoy a period of sustained growth. Whilst at the time of writing Presidential elections are still
to be held, we feel there will be continuing prudent management of the economy whichever of the leading
contenders is returned. With this view of long-term economic stability, institutions are stronger, confidence
levels are rising and there is a widespread entrepreneurial spirit among managers.

Brazil as a regional and global player

12. Within Latin America, Brazil exercises a leadership role. This is particularly important at a timewhen
other more radical, populist, voices are seeking to be heard and to set their own agenda for the region. Brazil
is at the forefront of eVorts to deepen regional integration and it is a leading member of Mercosul and the
Rio Group. At the global level, Brazil has forged a position as a leading emerging economy, which along
with Russia, India, China, and South Africa, has commanded attention on issues ranging from global
warming and the environment through to UN reform. Brazil, India and South Africa have also established
a formal grouping called the G3 or IBSA, which is also co-ordinating activity between them.
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Brazil and Mercosul

13. Brazil is a key member of Mercosul, a customs union comprised of Argentina, Brazil, Paraguay,
Uruguay and, just recently with transition arrangements, Venezuela. EU Trade Commissioner Peter
Mandelson speaking in Sao Paulo in September 2006 reiterated Europe’s commitment to finalise EU-
Mercosul negotiations as soon as possible and he looked forward to “re-engaging soon to conclude these
negotiations on solid commercial terms”.

14. However, EU-Mercosul negotiations have notmade asmuch progress asmight have been hoped. The
last round of negotiations took place inNovember 2004with neither side willing tomake themoves required
to conclude a deal. Ministers met in September 2005 and agreed that negotiations would continue only after
the conclusion of theWTODoha Development Agenda (DDA), since it was envisaged that any Free Trade
Agreement would have to reflect the final deal and liberalise further. A review of EU bilateral and regional
trade negotiating strategy may lead to a resumption of more active engagement.

15. Mercosul countries’ principal interest remains agricultural market access. UK business also has
interests in the reduction of agricultural tariVs in the EU, which will reduce the price of commodities
imported from Brazil. EU priorities remain non-agricultural market access, services, and geographical
indicators. The EU also insists that the agreement should guarantee free movement of EU goods within the
Mercosul area, irrespective of any internal Mercosul problems.

Brazil and the WTO

16. Brazil founded and plays a co-ordinating role in the G20 group of developing and emerging
economies, which is one of the most important WTO negotiating groups. As such, Brazil has a critical role
in ensuring progress is achieved. It is also part of the G6—the EU, the US, Brazil, India Japan and
Australia—whose representatives in eVect hold the key to success or failure of negotiations. CBI urges all
sides, and particularly leading WTO members such as the G6, to return to the negotiating table as soon as
possible with meaningful new oVers to ensure the completion of the Doha round by the end of 2007. We
believe that the DDA could significantly liberalise UK-Brazil trade. An ambitious and balanced conclusion
could resolve or ameliorate many of the barriers that tend to restrict market access. These are discussed fully
in the next section.

Observations on the UKs Trade and Investment with Brazil

Investment

17. At end 2004 UK Foreign Direct Investment (FDI) in Brazil stood at £2.9 billion and exceeded UK
FDI in Russia at £1.6 billion, India at £1.7 billion and China (excluding Hong Kong) at £1.9 billion. (FDI
in Hong Kong was £19.2 billion).

Net UK FDI position as at end 2004 (£ million)
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Export of goods and services

18. The value of UK export of goods in 2005 was £836m in 2005, lower than for other BRIC economies.
UK market share of Brazilian imports was 1.87% in 2005 compared to France at 3.68% and Germany at
8.35%. China has shown a large increase inmarket share, which for 2005was 7.28%. The value ofUK export
of services to Brazil in 2005 was £353 million.

Value of UK exports of goods and services (£m)
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Opportunities and Difficulties Faced by UK Companies

Opportunities

19. Brazil has a population of some 186 million and shares a border with ten other countries. It is a
significantmarket in and of itself, but also provides access to regionalmarkets. Brazil’s attraction for traders
and investors is a combination of market size, natural resources, growth potential, and economic and
political stability.

20. It is against this backdrop that opportunities for UK companies can be judged. CBI fully supports
the establishment of the UK-Brazil Joint Economic and Trade Committee (JETCO) and at the first meeting
of private sector workshop in September 2006, a number of sectors were identified with significant potential.
These were:

— aerospace;

— financial sector;

— hi-tech niche sectors, for example bio-science and nano technology;

— IT services;

— oil and gas (and related shipbuilding); and

— timber.

21. The group felt that environmental technologies were considered to have great potential. In addition,
there has agreement that co-operation and collaboration in R&D and innovation could lead to expanding
business links. The main areas of consideration were:

— aerospace;

— bio-fuels; and

— pharmaceuticals.

22. We also believe that work should be undertaken to demonstrate the comparative eVectiveness and
ease of access of London’s financial markets and expertise. Brazilian business has a natural empathy for
New York for listings or to raise finance.

23. Improvements to and expansion of Brazil’s infrastructure, particularly ports and roads, is the key to
future development. Less than a quarter of the main highways in Brazil can be classified as good and despite
recent advances, the railway system still needs modernisation. The energy sector, too, needs to be developed
further with significant investments in electricity production and transmission.
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24. The Brazilian Government has started to launch federal public-private partnerships (PPP) projects
which should promote greater infrastructure investment. PPP projects open up new opportunities for
foreign investment by contractors. They also present opportunities for professional firms in advising on
contracts and on innovative financing options. These are all areas where the UK has considerable expertise.

25. The first federal government PPP project was launched in September 2006 with the publication of the
details of a tender for a project to repair and operate around 637-km-worth of roads in the north-eastern
state of Bahai. It is important that UK companies can find out about forthcoming PPP projects at an early
stage with suYcient specificity.

26. Individual states have varying degrees of PPP activity, but some still like Sao Paulo are more
advanced than the federal government. Opportunities also exist for UK companies at the sub-federal level,
but again early knowledge of projects needs to improve. At both federal and state level, local partnerships
can be advisable.

DiYculties

27. As well as being a market with significant opportunities, Brazil faces some major problems. The
JETCO working group discussed these dynamics too and it was encouraging to see both the Brazilian and
UK business representatives agreeing on areas where the business environment can improve.

28. In the World Bank’s ranking of economies based on the ease of doing business, Brazil ranks 121st.
This is ahead of India, but behind Russia and China. The index averages a series of ten indicators. A high
ranking on the index means that the regulatory environment is conducive to the operation of business. Out
of the ten indicators, Brazil rates the highest on trading across borders, investor protection and obtaining
credit. It rates lower on taxes, dealing with licenses, closing a business, enforcing contracts, registering a
property, starting a business and employing workers. The JETCO covered very similar ground and CBI
members’ experience in Brazil broadly agrees with the World Bank’s assessment. We recognise that reform
and simplification can be a sensitive issue, but we would like to see faster reform in the areas of taxation and
employment law. Both have the potential to significantly boost Brazil’s business environment.

29. As previously mentioned, CBI believes an ambitious and balanced conclusion WTO Doha
Development Agenda (DDA) could significantly reduce some of the diYculties UK business faces in Brazil.

Tax

30. The Brazilian tax system is complex and burdensome with taxes levies at federal state and municipal
levels. EVective tax rates are high and there are some variations between states within Brazil. We believe a
stable and predictable tax environment is vital. CBI also strongly endorses the JETCO recommendation for
the early adoption of double taxation agreement between the UK and Brazil.

Employment law

31. CBI supports JETCO’s observations that issues relating to Brazilian employment law, its complexity
and cost act as a brake on investment and trade. For instance, by law at least two thirds of the employees
must be Brazilian nationals and foreign nationals may not represent more than one third of the payroll.

Regulation

32. Regulation, the burdens of regulatory compliance and licensing procedures provide a major source
of concern for business. Improvements will generate greater business activity. In particular, there is a need
for clear and consistent application of regulation in Brazil, as well as greater transparency and timeliness,
both in the formulation of regulations and their enforcement. CBI strongly endorses the JETCO private
sector working group’s recommendation that both governments institute a dialogue between regulatory
authorities and agencies that is designed to:

— explore ideas, best practice and experience of regulation; and

— achieve greater convergence of regulation or, if that proves impossible, at least greater mutual
recognition of standards.

Brazilian import and customs regimes

33. For UK exporters, a key issue is the tariV rate that is paid on goods arriving in Brazil. As can be seen
from the table, average tariVs are higher than for Russia and China. However, significant additional import
taxes and charges, onerous customs requirements and inconsistent interpretations of the law can add to the
cost and time taken to import goods into Brazil. Non-tariV barriers are also an area of concern.
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Services

34. The UK has a major competitive position in many services sectors. There are barriers that exist to
full realisation of UK company potential in the market. These include:

— telecommunications—Brazil is a significant market with some 40million fixed lines and 86 million
mobile phones. Whilst the telecommunications sector has been privatised, some regulatory
challenges remain. CBI would like to see further liberalisation of the market, for instance to allow
the resale of mobile services and /or MVNOs (mobile virtual network operator).

— financial services sector—CBI would like to see the ratification of the WTO understanding on
financial services to improve market clarity. We would also like to see liberalisation in the
insurance sector and the privatisation of the State’s reinsurer, IRB.

— in the legal sector, CBI would like to see a liberalisation of the market and a removal of the
restrictions on entering into partnerships.

Investment barriers

35. Foreign investment is restricted in internal transport, public utilities, media and other designated
strategic industries. TheUK signed an Investment Promotion and ProtectionAgreement (IPPA)with Brazil
in 1994 but this is still awaiting Brazilian Congressional approval. We believe that ratification of the IPPA
would mark a major step forward in the framework for investment relations between the two countries.

Intellectual Property Rights (IPR)

36. Many UK companies have high degrees of IP in their products and services. Rather like regulation,
it is vital that high standards of IP protection are eVected in Brazil, together with consistent application and
enforcement. CBI believes that the recommendation from the JETCO working group that both
governments should examine these issues in depth and take appropriate action to be the right one. Common
goals should be identified and measurement towards eVective co-operation to achieve these goals should be
fast-tracked. This will enhance the environment for trade and investment as well as R&D activities.

37. Whilst Brazil’s National Institute for Industrial Protection (INPI) received a significant increase in
its budget in 2004 and authorisation to hire additional patent examiners, delays have meant that it will take
some years to work through the patent and trademark application backlog. This situation should improve
as quickly as possible.

38. Additionally, in the pharmaceutical sector, ANVISA (the Brazilian health authority) reviews all
patent applications for pharmaceutical products and processes. ANVISA also rejects applications for
second use of a product on the basis that they lack the required “product novelty”. CBI believes that the
need for ANVISA approval should be eliminated and decisions should be left to INPI as the appropriate
body with the necessary expertise.

Piracy

39. Piracy of copyrightedmaterial in Brazil remains a serious problem. Losses in themusic industry have
a major impact on the UK industry. CBI recognises that Brazilian authorities are addressing the problem,
particularly with the creation of the National Anti-Piracy Council at the end of 2004, but challenges remain.
There needs to be continued eVective enforcement and a resistance to pressures to enact new laws that dilute
or undermine copyright protection.

Price controls

40. A price freeze, which has been in eVect since July 2000, is a significant barrier to the pharmaceutical
industry where price adjustments allowed by the government have not equalled the inflation rate.

National content

41. Brazil seeks local production in a number of sectors, for example, automotive, aerospace, and oil and
gas. This has the eVect of encouraging investment in Brazil over direct exports to the country. It can also
have an impact on technology transfer issues.

Perceptions

42. In addition to the tangible diYculties mentioned here, CBI is concerned that there is a perception gap
or lag about the Brazilian market. DiYculties still remain, but this is not the same country of the 1970s and
1980s.We believe that both governments have a key role in seeking to address these misperceptions through
a targeted, clear communications strategy. Awareness raising is also important in Brazil to better
understand UK business strengths and capacities.
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43. Enhanced co-operation on issues and in areas of common interest will also have a positive input on
perceptions. This will reflect and recognise a growing and closer relationship. Examples should include
global frameworks, the sustainability agenda and third country co-operation.

The Role of Government in Assisting Business

UKTI five-year strategy

44. In July 2006, UKTrade and Investment (UKTI) announced its new five-year strategy. CBI welcomed
the new strategy to help UK business and support its goals. The greatest challenge will, however, be
delivering against objectives both in the provision of customer facing services and in the internal culture and
management changes.

45. UKTI will focus more on emerging markets and their strategy booklet talks of a step change in the
UK’s profile in Brazil, Indonesia. Mexico, Russia, Saudi Arabia, South Africa, Turkey and UAE with over
£5 million of resources being moved to these markets. Globalisation is not, after all, just about China and
India, important though they are undoubtedly are. It will also give specific support to FTSE 100 and mid-
cap companies, as well as a focus on the City.

UKTI and Brazil

46. UKTI has very good and eVective teams in London and Brazil, and CBI has been pleased with the co-
operationwith them. In particular, CBIworkedwithUKTI on theMarch 2006 StateVisit of the President of
Brazil when we organised a roundtable meeting at Buckingham Palace of Chairmen and Chief Executives
with President Lula and his delegation. Subsequently, we have worked together very successfully on the
Joint Economic Trade Committee (JETCO) process.

UKTI and JETCO

47. CBI welcomed the establishment of a JETCO between Brazil and the UK. The JETCO process is an
opportunity for UK and Brazilian business and Governments to pursue key topics to strengthen co-
operation and promotion of trade and investment, build a better business environment and define priorities
for collaboration. CBI took an active part in identifying both issues to be discussed and attendees for the
private sector workshop. Gary Campkin, CBI’s Head, International Group, co-chaired these discussions in
SaoPaulo and reported outcomes to theministerial meeting betweenUKSecretary of State, AlistairDarling
and Brazil’s Minister of Development, Industry and Foreign Trade, Fernando Furlan. The CBI endorses
the JETCO statement and looks forward to seeing the delivery of results-orientated activities.

Posts in Brazil and Brazilian diplomatic representation in London

48. HMAmbassador in Brazil, Peter Collecutt, leads a dedicated team.We have high praise for his eVorts
and those of the Consul-General in Sao Paulo, AndrewHenderson, who leads onUKTI’s work. Recent and
forthcoming changes in senior staV should continue the quality team in Brazil. CBI also enjoys an excellent
working relationship with the Brazilian Embassy in London under Ambassador Jose Mario Bustani.

UKTI liaison other government departments

49. Trade policy and trade development are closely linked. It is important, therefore, that UKTI
maintains eVective liaison with the Europe and World Trade group within DTI which leads and has
responsibility for trade policy, particularly given Brazil’s pivotal role in WTO and EU-Mercosul
negotiations. UKTI should also continue tomaintain close links with FCOmarket desks to ensure that they
are aware of UK Ministerial visits to markets which, although for other purposes, could possibly have an
element of trade development linked to them. The same is true for liaison with other departments where
necessary to ensure appropriate opportunities are used to full advantage.

Respective responsibilities of UKTI and Regional Development Agencies

50. CBI supports inward investment from Brazil to the UK and is concerned if uncoordinated or
competition from diVering agencies results in a less than optimum approach.

September 2006
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APPENDIX 11

Supplementary memorandum submitted by the CBI

Overview

1. The Confederation of British Industry (CBI) is the premier voice of UK business, speaking for around
240,000 companies and 150 trade associations. Our membership stretches across the UK, with businesses
from all sectors and of all sizes. Through their worldwide trading activities, UK businesses contribute 25%
of UK GDP. They are the world’s second largest source of foreign direct investment (FDI) and the UK is
the second largest recipient of global FDL.

2. This evidence supplements CBI’s original evidence to the Committee’s inquiry on trade with Brazil
following the extension of the inquiry’s terms of reference notified at the end of November 2006. It is
composed of four sections. Firstly, we give a brief outline of the history ofMercosur integration. The second
section provides details of the UK’s trade relations with the region. In the third section, we highlight key
barriers to trade and investment and doing business. The final section oVers an overview of the state of play
in the WTO Doha Development Agenda and EU-Mercosur trade negotiations.

Background toMercosur

3. Mercosur was founded in 1991 with the aim of establishing a common market between Brazil,
Argentina, Paraguay andUruguay. Brazil has by far the largest economywith aGDPof overUS$794 billion
compared with Argentina with a GDP of just over US$183 billion. Paraguay and Uruguay have much
smaller economies. Progress towards achieving a common market has been inconsistent and not without
problems. Initially, the process of integration brought clear benefits: intra-regional trademore than doubled
in the first three years of Mercosur’s existence, However, the Common External TariV (CET)—the
cornerstone of a customs union—still contains many exceptions and certain restrictions remain available to
Mercosur member countries. Meanwhile, trade in services, public procurement, tax and investment policies
remained largely untouched by liberalisation within Mercosur.2

4. The process ofMercosur integration has not always been an easy one. The financial crises that aZicted
Brazil and Argentina and the currency devaluations retarded progress towards greater regional
liberalisation as economic policies turned towards tackling internal problems. Renewed eVorts emerged
from 2002 onwards, culminating in a Mercosur summit in 2004 that led to pledges to consolidate the CET
and to eliminate unilateral restrictions betweenmember countries. It was also agreed to establish a structural
convergence fund to finance an improved institutional framework for Mercosur.3

5. The internal dynamics of Mercosur are being altered by Mercosur’s expansion in July 2006. The
addition of Venezuela, the third largest economy of the group after Brazil andArgentina, brings the regional
bloc’s population to over 250million and a total GDP of $1.1 trillion. Venezuela will now need to undertake
important work to implement Mercosur rules and regulations, including adopting the CET, and to
transpose Mercosur’s agreements with third countries into its domestic legislation?

UK Trade Relations withMercosur

6. Brazil is the UK’s largest export destination for goods and services of the Mercosur countries.

UK Exports of good and services to Mercosur countries (2005)

Export of goods Export of services

Brazil £836m £353m
Venezuela £234m £95m
Argentina £167m £96m
Paraguay £12m not available
Uruguay £39m £16m

Source: Pink Book

2 R Bouzas et al, In-Depth Analysis of Mercosur Integration, November 2002.
3 Inter-American Development Bank,Mercosur Report No 9, 2004.
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Barriers to Trade and Investment

Note: certain barriers to trade and investment & diYculties that are specific to Brazil have been detailed in
the CBI’s original submission to the Committee’s inquiry and therefore not repeated here.

Doing business

7. Reference was made in the CBI’s original submission to Brazil’s overall ranking by the World Bank
on the overall ease of doing business. Its position of 121st on the list compares with Uruguay at 64th,
Argentina at 101st, Paraguay 112th and Venezuela at 164th. The 2001 financial and political crisis in
Argentina made trade and investment diYcult and led to a loss of confidence in the market and, indeed, led
to the launching of several claims against Argentina under the bilateral Investment Promotion and
Protection Agreement (IPPA). A freezing of utility prices remains an issue. Other diYculties in Argentina
include tax, employing workers, dealing with licences and starting a business.

TariVs

8. The Mercosur countries operate a Common External TariV at varying levels from zero to 23%.
However, some goods, such as electronics, continue to be excluded from the CET. In the past, countries
have unilaterally altered their tariVs from the CET standard, for example, when Argentina recently
increased import duties on consumer goods. It will be important for Mercosur to continue the process of
integrating tariV levels and progressively liberalising their import regimes.

9. There are also reports of additional duties being levied on top of the standard import tariVs. This
problem varies from country to country. For example, in 2001 Paraguay implemented a provisional tariV
on certain sensitive imports. This has since been removed but highlights the scope Mercosur governments
enjoy to deviate from a harmonised import regime.

Non-tariV barriers

10. We have concerns that non-tariV barriers risk undermining the liberalisation achieved through tariV
harmonisation and reduction. Labelling requirements are also problematic, particularly inArgentina, where
labelling standards require the translation into Spanish or Portuguese of the geographical indication of
wines and spirits, potentially undermining the value of the indication. In Venezuela, there are quantitative
restrictions on dairy imports that are not applicable to Andean Community traders, thereby discriminating
against other exporters. Paraguay continues to block beef imports from countries it deems aVected by BSE,
including the UK.

Taxes

11. There are instances of potentially discriminatory taxation for imports. According toWTO rules, any
taxes levied on imports must not be higher than those levied on like goods produced domestically. However,
we are concerned that this principle is not consistently followed in Mercosur. For example, in Argentina,
an additional VAT is levied at 3% domestically but at 10% for imported goods.

Anti-dumping

12. Mercosur countries have undertaken to consider a harmonised anti-dumping regulation that would
apply throughout Mercosur. We welcome this development and urge its rapid implementation. A
harmonised set-up would be beneficial for exporters, as it would provide a transparent andmore predictable
system. Having a harmonised internal system, as well as a uniform competition policy, would also benefit
Mercosur by enhancing regional integration.

Customs

13. CBI wants to see further improvements and harmonised customs rules throughout the Mercosur
countries.

Restrictions on services providers

14. A large number of restrictions on services providers exist inMercosur countries. In financial services,
many limitations remain.

Intellectual property

15. Absence of suYcient protection for intellectual property rights is a major concern for UK business
in the Mercosur region. Argentina is reported to have a substantial patent backlog. Paraguay is a major
source of counterfeit goods.
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Trade Negotiations

WTO and the Doha Development Agenda (DDA)

16. The Doha Development Agenda negotiations have recently been restarted at the technical working
level. However, they remain suspended at the ministerial level, where key decisions are taken. At the
moment, the critical area of the talks that is blocking progress is agriculture. Brazil, Argentina, Paraguay
and Venezuela are all members of the G20 group of emerging economies that are competitive in agricultural
exports. They demand greater access to developed markets, in particular the EU, as well as the reduction
in trade-distorting subsidies paid to farmers.

17. Currently, the G20 oVer of tariV cuts and reductions in domestic support provides the centre of
gravity for the negotiations. However, the EU has been unwilling to meet the 54% tariV cut demanded by
theG20, while the USwill not accept a cut in subsidies of 60%.Meanwhile, the US in particular is concerned
at the limitations on market access that may be caused by India’s failure to clarify its position on the range
of special agricultural products it wants to be carved out from tariV reductions.

18. CBI is fully committed to a successful and ambitious outcome to the DDA and we believe that the
possibility of achieving agreement in the next few months is realistic, but will require high level political
engagement. We believe that trade liberalisation is best secured at the multilateral level and that the DDA
provides a vital opportunity to achieve this. An ambitious outcome to the DDA will improve and enhance
market access to the Mercosur region and other developed and emerging economies. We welcome the UK
Government and the EU Commission’s firm support for the DDA negotiations.

EU-Mercosur Association Agreement

19. Negotiations on an Association Agreement began in April 2000 to build on the Framework
Cooperation Agreement that is currently in force. A significant aim of the talks is to establish a free trade
agreement (ETA) between the EU andMercosur. However, progress has been slow as outlined in the CBI’s
original submission. The Mercosur-EU Business Forum (see below) has estimated that the annual cost in
lost business of not having a EU-Mercosur Free Trade Agreement that covers goods, services and
investment is more than US$5 billion.

20. Progress has also been intimately tied to the DDA negotiations, where G20 countries are looking for
improvedmarket access for agriculture. The EU has been unwilling to oVerMercosur greater market access
until the DDA level of liberalisation has been ascertained. Consequently, we do not expect substantial
progress towards an ETA until the DDA situation has been resolved.

The Mercosur-EU Business Forum (MEBF)

21. The MEBF is a business forum open to businesses in both the EU and Mercosur. CBI has been
involved in its work in making business priorities known to negotiators. We generally agree with MEBF’s
overall recommendations which include the need to address non-tariV barriers and trade facilitation issues,
balanced rules of origin and tariV liberalisation for the bulk of trade within 10 years.

December 2006

APPENDIX 12

Memorandum submitted by the Corporation of London

I noted with interest the Committee’s announcement shortly before the House rose for the Summer
Recess, of plans for an inquiry into Trade and Investment Opportunities with Brazil. The City of London
has a growing interest in the Latin American region, particularly with Brazil, and the City hosted a Banquet
for President Lula da Silva during his State Visit in March. I thought it might be useful to set out some
background to the City’s interests.

Brazil’s contacts with the City are longstanding. When Brazil declared its independence from Portugal in
1822, it turned to the City of London to fund it first ever public loan. Ever since Barão de Mauá, Brazil’s
greatest nineteenth century industrialist, visited Britain in 1840, the Brazilian business community has
regarded Britain as an important partner.

As you will know Brazil is the UK’s most important trading partner in Latin America and the UK is a
significant player in Brazilian banking, with HSBC undertaking commercial banking, trade finance and
consumer credit. Brazilian companies are active users of the City’s insurance and commodity and, whilst
the picture is changing, much of the Latin American financial world overlooks the City of London and turns
instead to New York for expertise.
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SirMichael Savory and a supporting City business delegation spent 3 days in Brazil when he visited Latin
America in September 2005 as Lord Mayor. You may find the enclosed report of the visit of interest,
particularly paragraphs 21–32 which relate specifically to Brazil. As you will see from the report, the visit
also included calls on BuenosAires and Santiago and one of the key aimswas to promote the City’s expertise
in a number of areas, particularly Carbon Trading and Public Private Partnerships, both of which are
significant fields in Latin America. The next Lord Mayoral visit is scheduled for September 2007, and will
include visits to Brasilia, Sao Paulo and Rio.

Extracts from the Report on the Visit of the Rt Hon The Lord Mayor, Alderman Michael Savory to
Argentina, Chile and Brazil,

Saturday 3–Thursday 15 September 2005

Executive Summary

Introduction

1. The Rt Hon the Lord Mayor visited Argentina, Chile and Brazil from Saturday 3rd to Thursday 15
September 2005. The Lord Mayor was accompanied by The Lady Mayoress and by a small business
delegation—the composition of which varied during the visit. A full list of the business delegation is included
on the final page.

Aim

2. The visit was the first to LatinAmerica for four years and followed those of two previous LordMayors,
Sir David Howard in 2001, and Lord Levene (to Brazil only) in 1999. The aim of the visit was to promote
the City of London and in particular its financial and business services sectors, and to hold discussions in
each country with business leaders and with Government ministers and oYcials at both city, state and
national level. In each of the five cities he visited, the Lord Mayor sought to emphasise the reasons behind
London’s success as an international financial centre and the role that Londonwished to play internationally
with its expertise in many key areas—in particular Carbon Trading and Public Private Partnerships (PPP).

Programme

3. The Lord Mayor and his party spent three days in Buenos Aires, before travelling on to Santiago in
Chile, where he undertook a busy four day programme. Finally he flew on to Brazil, where he made short
but intensive visits to Rio de Janeiro, Brasilia and São Paulo. A comprehensive programme was arranged
in each country by the British Ambassadors or their representatives, and the Lord Mayor had the
opportunity to meet many senior and influential people in national, state or local government and in
business in each of the cities he visited. Formal seminars or round table discussions with representatives of
the financial services sector took place in Buenos Aires, Santiago, Rio and São Paulo, with Carbon Trading,
FundManagement Insurance and Reinsurance as the principal themes. The LordMayor was supported by
a small business delegation in each city, which varied in composition according to the topics being discussed.
The LordMayor also made a number of keynote speeches in each city, including an address to the financial
services community in Chile and a major reinsurance seminar in Rio. He paid oYcial calls on a number of
Government Ministers associated with financial and economic aVairs, on the Vice President of Argentina,
the Vice Governor of the State of São Paulo and on the Governors of each of the three Central Banks. He
also called formally on theMayor of BuenosAires and presented to him an engravedArmadaDish on behalf
of the Corporation of London.

Visit to Argentina

4. The Lord Mayor’s visit to Argentina was hosted by the British Ambassador, Dr John Hughes, who
generously invited the Lord Mayor and Lady Mayoress to stay at the Residence. The Ambassador also
hosted a number of lunches and dinners at which the Lord Mayor was able to meet a cross-section of
financial and legal business leaders working both for UK and Argentinian-based businesses. He was
accompanied throughout by Mr Michael Charlton of Think London and by a number of local
representatives of UK companies.

5. The Lord Mayor had a full programme including calls on the Vice President (Sr Scioli), the Minister
of Economy (Sr Lavagna), the Secretary of Finance (Sr Nielsen) theMinister of Planning/Public Investment
(Sr De Vido) and theGovernor of the Central Bank (Sr Redrado). He also paid a courtesy call on theMayor
of Buenos Aires (Sr Ibarra) and the President of the Stock Exchange. He also addressed the Argentine-
British Chamber of Commerce, and had separate meetings with senior British business representatives as
well as leading Argentine financial and legal figures. The central element of the visit was a CDM/Carbon
Trading seminar at which he delivered a keynote address.



3703271012 Page Type [E] 11-07-07 22:17:48 Pag Table: COENEW PPSysB Unit: PAG1

Ev 84 Trade and Industry Committee: Evidence

6. The Lord Mayor was please to have been able to present a Mansion House Scholarship to Mr Diego
Ardiaca, an executive of the BICE Bank in Buenos Aires. Mr Ardiaca is to study for an MBA at the Said
Business School in Oxford, followed by a two month internship with a City firm.

The Economy

7. The Argentinean economy is recovering slowly following the financial disasters of three years ago,
when the country defaulted on its sovereign debt repayments and the Peso was decoupled from the US
Dollar (Pesofication), losing at least two thirds of its value. Economic growth has been strong since then
(8.7% this year and 7%predicted for next year) but this is hampered by a severe lack of capacity in the energy
sector, despite the strong demand. This has been caused by a price freeze and thus lowprofitmargins—which
has in turn aVected investment in the energy sector. Tax evasion is endemic and thus the tax system is skewed
to those areas where collection is easiest. This includes high export tariVs (up to 23% in some cases). There
is also some concern that inflation rates will begin to raise. It should be noted, however that Argentina is
currently running a good fiscal surplus on its balance of trade.

8. The banking sector has been severely aVected as well, not only by heavy losses (HSBC alone is
estimated to have lost over $1 billion), but also a significant loss of confidence in the banking system
generally. At the same time, the Government are seeking to encourage local investors at the expense of
foreign investors, thus denying the country any benefits that might accrue from a general increase in
investment activity. However Ministers admitted to the Lord Mayor that they needed to attract more
foreign investment and were considering the best ways in which this might be achieved whilst maintaining
local activity in the banking sector.

9. It has also been recognised that there is a need to improve the access to capital (at good rates) for
Argentine SME’s in order to promote their growth. However there are some sensitivities surrounding
Capital Market reform, which is viewed by some as an internal, not international matter. There is strong
interest in reforming the Regulatory bodies and the FSA will be visiting later on this year. ADR is also an
area where there may be some business opportunities, with large legal wrangles, following Pesofication,
involving sums of some $16 Billion.

Public Private Partnerships (PPP)

10. PPP is gaining momentum. It is seen as one way of stimulating investment in the private sector and
interest is growing in the PPP philosophy, although current government thinking is clearly some way from
a practicable model. Argentina is keen to learn from the British experiences, both good and bad, and
recognises that UK has a good story to tell and good examples to cite. The Lord Mayor presented a
persuasive case for the benefits of PPP, and of London’s expertise, but also gave a clear message that the
system required long-term stability.

Carbon Trading and Clean Development Mechanisms (CDM)

11. The Lord Mayor opened a carbon trading/CDM seminar organised by the Embassy and hosted by
the Stock Exchange which attracted a high quality audience of over 200. In all, four UK companies spoke
(CO2e, Eco Securities, Shell, and Sustainable Development Advisers). Both the timing and the technical
nature of the event were very appropriate given the President’s announcement immediately prior to the visit,
establishing a local emissions market. There was wide press coverage in the national and the business press
which helped to underline the UK’s leading role in tackling climate change and reinforced London’s pre-
eminent position in the funding and trading of carbon emissions reductions.

Visit to Chile

12. The Lord Mayor and party then flew on to Santiago, where his visit was hosted by the Charge
d’AVaires, Mr James de Waal. In a busy two day schedule the Lord Mayor undertook a full programme
including meetings with the Economy Minister (Sr Rodriguez) and the President of the Central Bank (Sr
Corbo), as well as a series of contacts with the financial sector and a speech at a lunch hosted by the Chilean
Institute, attended by a number of the municipal mayors of Santiago. In his various speeches, the Lord
Mayor emphasised once again the vital need for business-friendly regulation; the importance of adding
value through better skills; public safety/security; and London’s innovative and globalised outlook—all of
which struck a strong chord in Santiago. His visit received good press coverage, including an interview in
FT-equivalent Diario Financerio, and articles on carbon trading.

13. The business climate in Chile diVers markedly from that found in Buenos Aires, and Chile is widely
seen as one of the strongest economies in South America, with an enviable record of consistent growth in
recent years and flourishing international trade. Chile has developed many bilateral and multilateral trade
agreements across the globe and its exports—which are predominantly wine, timber, food and copper,
account for one fifth of the country’s GDP. Chile is the world’s largest copper producer and its output
accounts for 40% of the nation’s export earnings (some $13 billion in 2004).
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14. Whilst theUnited States still attracts the bulk of the Chilean financial services business, the Sarbanes-
Oxley legislation is seen as imposing a serious constraint on the eVective conduct of international business
and envious eyes are being cast on London as an international financial and business centre. Business
education too is heavily biased to theUS.Whilst some 15% of students studying overseas come to UK,most
of the rest still study in the United States.

15. PPP has proved itself in Chile and the process is well advanced, leaving little opportunities for
London-based firms to oVer in the way of technical advice and assistance—although the opportunities to
bid for and win construction and other contracts of course remain high.

16. In his discussions with the EconomyMinister and Central Bank President, the Lord Mayor received
an impression of Chile’s political stability and economic prosperity, based on fiscal responsibility, low
inflation and reliable economic policy. He was told that more needed to be done however, including the
improvement of accounting standards and financial propriety. He was briefed that further investment in
business skills and education (including English language training) was needed to make business more
competitive and also that Chile needed to look at how to add value to its export products, particularly in
forestry and fishing. Chile’s SMEs were still suVering lower growth because the high interest charged by
banks whilst continuing cuts in the supply of natural gas from Argentina underlined strongly the need for
Chile to diversify the development of its energy sector. Investment in energy and other infrastructure could
absorb excess market liquidity and certainly oVered opportunity for London based investors.

17. Some concern was expressed at the perceived diYculties in doing business with the City of London.
It seemed thatNewYork-based investment banks oftenmade it diYcult forChilean fundmanagers to access
the full range of financial products available in the London. Chilean investment fund managers wanted to
see more British-based institutions visiting Chile, and for the City to open its doors wider to Chilean fund
managers when they visited the UK.

18. Despite this, opportunities for building business for UK-based firms still exist in key areas and these
include the pensions industry, private wealth management, insurance and reinsurance and financial
regulation. The Stock Exchange President Yrarrazabal briefed the Lord Mayor that Chilean companies
listed in New York could be targeted to list in London, because of their diYculties with SEC regulations/
Sarbanes-Oxley. The AIM market oVered particular attractions and Sr Yrarrazabal thought that
opportunities existed for alliances between British banks/trading houses and brokers in Chile.

19. The insurance industry briefed the LordMayor about current challenges, including lack of skills and
career interest in this sector. The local industry felt that whereas some reinsurers had a good knowledge of
the Chilean market, Lloyd’s of London did not. Although Lloyd’s eventually paid claims, it was slow to
process them, which Chilean insurers felt was because of the lack of knowledge of the Chilean market. This
damaged Lloyd’s reputation and sent business elsewhere. The Chileans felt that Lloyd’s needed to visit the
market. The Lloyd’s syndicates came across as fragmented and never seemed to have a shared agenda—they
needed to promote a common message and convey the right image.

20. Finally carbon trading and agricultural derivatives are both seen as areaswheremuch expertise abides
in London, which could with advantage be marketed in Santiago. The Lord Mayor spoke at a carbon
trading roundtable co-hosted by the British firm CO2e.com. This event targeted Chilean companies
developing or already involved in projects which could include the use of carbon credits to their project
development. Participants were concerned that the current Kyoto timeframe expired in 2012 and outlined
their hope that a secondKyoto commitment period would follow. LordMayor reassured them that by 2012
emissions trading might actually be business led, which would alleviate the need for future government-led
policies on emission reductions. This round table event helped to prepare the ground for a proposed trade
mission to Chile by the Climate Change Project OYce in March 2006.

Visit to Brazil

21. The final leg of the visit took the Lord Mayor to Brazil, where a very packed programme involved
24 hours in each of the three cities of Rio de Janeiro, Brasilia and Sao Paulo

Rio de Janeiro

22. The Lord Mayor’s visit to Rio was hosted by the Consul-General, Mr Paul Yaghmourian who
accompanied him throughout his visit, and hosted a most useful briefing supper on the evening of the Lord
Mayor’s arrival. Rio de Janeiro remains the principal business centre for both the insurance/reinsurance
industry. Recent scandals involving corruption at the Brazilian re-insurance monopoly IRB have produced
renewed impetus to opening up the market and to privatise the IRB. The Lord Mayor opened a very well
attended seminar, jointly organised by the IRB and the British Consulate General in Rio. This seminar
attracted a full house of around 200 people and the LordMayor’s address, in which he argued that the time
had come to put an end to IRB’s monopoly and move towards its full privatisation, was well received. A
lively debate ensued on the challenges and opportunities facing the Brazilian reinsurance industry, building
on an outstanding presentation by a senior representative from Lloyd’s of London, Mr James Sutherland.
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23. At a private meeting in the margins with the new President of IRB, Marcus Lisboa, the Lord Mayor
was given confidence by Sr Lisboa that he is committed to the introduction of competition and choice
(including the imminent transfer of IRB’s regulatory functions to the insurance regulator SUSEP). This
would be followed hopefully by partial privatisation of IRB. The President however was cautious about
timescales for this, since he himself was very constrained by the need for new legislation to be passed by
parliament. He was also defensive about the issue of minimum deposit requirements—which is an issue
for Lloyds.

24. TheLordMayorwas given a short presentation by theRio StockExchange on their proposedCarbon
Emissions Trading scheme. Their plans are still at an early stage and the LordMayor impressed upon them
the very considerable expertise available in London, which they were not currently tapping. He also
commented on whether their decision to base the Carbon Trading market with the Rio Stock Exchange was
wise, given Sao Paulo’s position as the principal financial centre in Brazil.

25. He then spoke at a lunch generously sponsored by Lloyd’s of London supported by two other UK
based insurance firms, Benfields and Miller Insurance. His address complemented his speech at the
Reinsurance seminar and included a general overview of the City’s depth of experience not only in the
insurance sector but in other fields also such as maritime, legal, privatisation, PPP and Carbon Trading.

Brasilia

26. The Lord Mayor then flew on to Brasilia, where he was hosted by the British Ambassador, Dr Peter
Collecott, who kindly provided accommodation for the night and hosted an informal and convivial dinner
with senior oYcials from the Foreign Ministry, the Brazilian Bar Association and the Central Bank.
Discussions at the dinner focussed on progress on EU/Mercosul relations in preparation for a summit
meeting between EU and Latin American ministers next May. The Ambassador’s guests were also most
interested in the Lord Mayor’s explanation of the development of innovative instruments being developed
in the City to hedge agricultural risks once market subsidies are reduced.

27. Immediately prior to the dinner, the Lord Mayor was particularly please to present Mansion House
Scholarship to a young Brazilian Treasury oYcial (Mrs Dieguez Silva) who is to spend a five month
secondment with Partnerships UK, to study the UK government policy and management of British PPP
projects.

28. In a series of calls the following day, the Lord Mayor met the Minister of Planning (Mr Bernado),
the Governor of the Central Bank (MrMeirelles) and theMinister of Finance (Mr Palocci). In each of these
calls the Lord Mayor pressed the advantages of further financial market liberalisation in Brazil, and the
international expertise and access to capital markets which was available in and through London. The
Governor acknowledged the contribution of foreign banks, such as HSBC, to driving up standards. He
briefed the Lord Mayor that inflation was now under 6%, that confidence was beginning to be established
in macro-economic policy, so that long-term capital markets could begin to be developed. In consequence
very high real interest rates should begin to come down substantially. However, he acknowledged that
having a significant amount of credit in the form of subsidised loans created certain problems for the
management of monetary policy and the development of capital markets.

29. On PPP, the LordMayor had a brief discussion with PlanningMinster Bernardo, following a lengthy
meeting with his Deputy and the Head of the PPP Unit, who had briefed him on their ambitious plans for
PPP. Whilst there was acknowledgement of the help the UK has provided via Partnerships UK, the Lord
Mayor was concerned that the full understanding of the role of PPP was being misunderstood, particularly
in the matter of the transfer of risk to the private sector and in the selection of projects which would attract
the right levels of long-term investment and commitment from the financial market. Whilst the projects
might well be worthwhile, without risk transfer and the long-term prospects of profitability, they did not
fully represent the PPP model as UK would understand it.

São Paulo

30. The Lord Mayor then flew on again to São Paulo, where, accompanied by the Consul General (Mr
Andy Henderson), his first call was on Mr Claudio Lembo, the Vice-Governor of the State of São Paulo.
The Vice-Governor spoke knowledgeably and enthusiastically about British experience in PPPs, and was
keen to develop further links with UK service providers, including PPP lawyers. The Lord Mayor felt that
the State level approach to PPP was much more encouraging than the message he had heard in Brasilia and
oVered what help he could in the provision of further advice. He was pleased to hear the State were planning
to set up a series of secondments in the legal sector for young lawyers from each country to exchange ideas
and expertise, particularly in relation to PPP. Supported by Mr Michael Charlton of Think London, the
LordMayor also encouraged the Vice-Governor to consider London as the right location if the State of São
Paulo were planning to establish a representative oYce in Europe.

31. The Consul General hosted a supper party at his Residence, where the Lord Mayor had the
opportunity to meet and discuss City and financial aVairs with a group of invited guests from both the
British and the Brazilian financial services sector. At a breakfast meeting the following morning, hosted by
the British Chamber of Commerce, the Lord Mayor spoke eVectively on the role of capital markets and of
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the depth of liquidity in the London market. As he had done in Chile, he emphasised the general benefits
of Brazilian companies listing in London rather than in New York and undertook to advise the London
Stock exchange of the opportunities open to them to attract Brazilian listings, now predominantly based in
New York. There was a strong appetite for a visit by the London Stock Exchange to São Paulo.

32. This was reemphasised in an excellent briefing by the São Paulo Stock Exchange (BOVESPA) which
has been successful in seizing the opportunity to liberalise and to grow the market. 70% of stock trades in
Latin America are already taking place in São Paulo and the Exchange are developing new and innovative
instruments to promote corporate governance, such as a separate index for companies meeting set
standards. This new index, entitled BEST—(Brazil, Excellence in Securities Transactions) demands tougher
standards of regulation, probity and corporate governance and is already attraction a growing list of
investors and firms, who see this improved ‘kite mark’ as a measure of both confidence and excellence.

29 August 2006

APPENDIX 13

Supplementary Memorandum submitted by the Corporation of London

Kay Brock and I very much appreciated meeting you on Tuesday. Thank you for the opportunity it gave
us to update you on the current approach to planning Lord Mayors’ visits, and in particular to the visit to
Brazil later this year. You asked for a note on the planning and on Brazil and I am indebted to Kay who
has provided the following commentary on those points.

Planning ofMayoral Visits

The planning of the Lord Mayor’s visits now starts with asking UK-based financial service firms,
institutions and trade associations which countries are important for them, and how/whether a visit by the
Lord Mayor could help them. The results are analysed jointly with UKTI, and then FCO diplomatic posts
are invited to bid for visits according to the priorities that have come out of the consultation exercise. Bids
are assessed by a City of London Corporation committee, which includes members from UKTI, IFSL, the
Treasury, DCA and Law Society amongst others. Recently the bids have exceeded the time available for the
Lord Mayor to travel (around 80 days a year). Selection of successful bids is made on the basis of the
potential value to the financial and related business services industry.

When the dates for the individual visits are being negotiated, FCO diplomatic posts take into account
other VIP visits, insofar as they are known at the time. Business input is obtained early in the planning
process for each visit, to make sure the programme is focused on practitioner needs. UKTI and FCO
overseas staV provide invaluable support in putting together programmes that reflect the needs ofUK-based
financial services, as well as their own understanding of local market opportunities. FCO diplomatic posts
provide vital advisory and logistical support during visits. Follow-up actions are agreed and allocated, and
an evaluation of the results of the programme as a whole is carried out at the end of theMayoral year jointly
with UKTI. The City of London Corporation pays all the travel and hotel costs of the Mayoral visits, and
the accompanying business delegation also pays its own way.

Long-term Strategy forMarkets

We have introduced a strategic approach to the frequency of Lord Mayors’ visits, to ensure continuity
with business objectives and contacts. The current strategy is to visit China, India and the Gulf annually,
emerging markets in areas such as Russia, South America, South-East Asia and North Africa every two to
three years, and other markets which present opportunities as and when they are identified.

Visit to Brazil August 2007

Brazil was last visited by a Lord Mayor in September 2005 in combination with Argentina and Chile.
After that visit, which involved only two days in Brazil (Rio and Brasilia), it was felt that a longer visit
covering São Paulo as well would have benefited the business objectives. Therefore in August this year the
Mayoral visit to Brazil will last a week and cover all three cities, enabling business interests and issues to be
pursued in more depth. Consultation with business on the content of the programme has already started,
with the Brazilian Ambassador hosting a lunch meeting yesterday for the Lord Mayor and interested
businesses and organisations including the London Stock Exchange, Lloyds and Think London. In May,
the LordMayor will host a business brainstorming session with City players to further develop ideas for the
detailed content of the visit.

In between Lord Mayors’ visits to individual overseas markets, we maintain continuity of dialogue
through inward visits. For example in January the Brazilian Finance Minister took part in a round table
meeting organised by the Lord Mayor and attended by City firms (again including the LSE), where the
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interest shown in the Brazilian market was mainly listings, insurance and legal services. This round-table
meeting was typical of many inward visits hosted by the Lord Mayor (there were 90 in the last Mayoralty),
which provide continuity in our relationships with overseas markets.

Your Committee has mentioned opportunities for the London Stock Exchange to attract listings from
Brazil. The LordMayor had similarly passed on to the LSE information received from business advisers in
Brazil about these opportunities and, as you said, the LSE undertook their own marketing trip there in the
autumn.We understand that the LSE is now dedicating somemarketing resources to Brazil and other South
American countries, which are already bearing fruit: the first Main Market listing from Peru took place in
November. raising over £270 million.

15 March 2007

APPENDIX 14

Memorandum submitted by the European Commission

EU-Latin America Trade Relations

The European Union is an important trade partner for Latin America as it is the first trade partner of
Chile and the Mercosur and the second trade partner of Central America, the Andean Community and
Mexico. The EU-Latin America trade relation is however strongly asymmetrical as Latin America
represents only 5% of EU trade of which Brazil and Mexico alone represent respectively 1.9% and 1.1%.
This means a significant growth potential and this is for example why the Commission in its communication
Global Europe identified trade agreements with Latin American sub-regions like the Mercosur as a priority.

The basis for any bi-regional approach is however a well functioning multilateral system clearly defining
the global rules of trade between nations. A substantial and broad outcome of the Doha Development
Round therefore remains EU’s key priority, and we consider last year’s suspension of the round a missed
opportunity for global growth and development. The Commission is working hard to resume the
negotiations and aims at achieving substantial results in not only the market access-related areas (better
mutual access for agricultural and industrial goods, as well as services) but also new and better rules in a
number of areas and, of course, a substantial development package. We expect emerging economics as, for
example, Brazil to contribute, by oVering real new market access and business opportunities for industrial
goods and services. The basis for a deal has to be “real cuts for real cuts”.

The EU is currently involved in or about to start negotiations with three regions in Latin America; the
Mercosur, Central America and the Andean Community. The approach to negotiating on a region-to-
region basis is driven by long-term considerations. We believe that through the bi-regional approach, the
EU contributes to the development of regional markets in Latin America, with positive eVects both for the
partner region and for the EU in terms of access to a wider market. This approach may have a cost in terms
of length and diYculties of the negotiation process but appears to us as a win-win scenario in the long run.
When negotiating a Free Trade Agreement with any group of third countries, the EU oVers access to 27
markets, all of themgoverned by the same rules. Therefore, a satisfactory level of integration in any potential
regional partner would ensure a similar treatment to EU goods and services when exported there (ie. Same
rules and procedures at import irrespective of the country of entry and free circulation within the third
country grouping in question). It would also contribute to the economic integration within the grouping.
Operators will benefit from an increased number of consumers and of economics of scale in supply/
production/distribution. Consumers will benefit from a larger oVer and likely better prices.

This strategy is diVerent from the US strategy which negotiates Free Trade Agreements on a one-to-one
basis with Latin America. We believe that the regional integration that we are supporting with out
preference for bi-regional agreements creates stability and economic benefits for all—the US have taken a
diVerent approach. Our regional approach is, per definition, non-divisive and includes not only trade, but
also political dialogue and cooperation.

Mercosur

In economic terms, the EU is Mercosur’s number one trade and investment partner, absorbing around
one third of Mercosur trade (the US accounts for one fourth). For the EU, the Mercosur is a key area of
EU economic interest in Latin America, in terms both of trade and investment. Mercosur is EUs ninth
trading partner. Therefore the completion of the EU-Mercosur negotiations for an Association Agreement
is crucial for both regions.



3703271014 Page Type [O] 11-07-07 22:17:48 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 89

In 2004, the MEBF (Mercosur-European Union Business Forum) commissioned a numerical simulation
study (done by Chaire Mercosur, Sciences Po, Paris) to assess the impact of a Free Trade Agreement
between the EU and Mercosur. In this study, the estimated cost of not having an agreement amounted to
US$ 3.7 billion per year for trade in goods and taking into account also services and investment, the yearly
value of lost business would amount to more than US$ 5 billion.

The preliminary results of the Sustainability Impact Assessment made for the European commission by
the University of Manchester estimates the real income gain from potential full Free Trade Agreement
between EU and Mercosur to be 2% of GDP for Mercosur and 0.1% of GDP for EU 25.

Despite a slowdown in the negotiation process derived from the parallelism of the biregional process with
the DDA talks as well as a slower progress and new challenges in the Mercosur’s trade integration process,
the conclusion of a broad and balanced bi-regional agreement with the Mercosur remains a priority for the
Commission. Once concluded, the agreement would give access to a large market of more than 226 million
consumers (65% of Latin America) (more than 250millions adding Venezuela), which is currently protected
by relatively high tariVs. The Mercosur countries are emerging markets and growth prospects point to
potentially high trading opportunities. For theMercosur the interest is mainly focused onmarket access for
agricultural products.

Following the missed deadline for a conclusion of the agreement in October 2004, theCommission and
the Mercosur have met regularly at technical level. There was also ameeting at ministerial level held in
Brussels in September 2005.

The latest EU-Mercosur technical meeting in Rio de Janeiro on 6–7November 2006 was constructive and
useful as it gave us the opportunity to explore together the workingmethods for the negotiation process and
for building a more comprehensive package. This working process will allow us to jointly assess how to best
meet the expectations on both sides with a view to achieving an ambitious and mutually satisfactory
outcome. In the beginning of 2007, there will be a new meeting at technical level to further explore the
possibilities for how to move forward in the construction of a comprehensive package.

Central America and the Andean Community

Given the relatively small size of each individual economy in Central America (CA) and the Andean
Community (CAN) as well as the necessity to promote further regional economic integration, the
Commission strongly believes in a bi-regional approach for the negotiation of AssociationAgreements with
the CAN and CA. Bilateral trade negotiations with individual members of CA or CAN are not an option.

It is clear for us that an improved level of regional economic and trade integration within the Andean and
Central American regions is crucial to allow for a sustainable, balanced and ambitious trade partnership
with the EU. In this respect, both regions have worked intensively over the last few years to achieve deeper
economic integration and some progress has been indeed registered.

It goes without saying that deeper economic integration should bring—in particular in these two
regions—enhanced political stability and a predictable economic environment by locking in reforms of the
regulatory framework and by creating common and more balanced interests in a larger entity.

While there are no preliminary studies on estimated cost of not having an Agreement, or on income gains
of having an Agreement with any of the two regions, it is certain that the Andean Community and Central
America are potentially interesting markets, amounting to a total of around 140 millions consumers.

While not reaching the levels of economic development ofMercosur (averageGDPper capita is 1/3 lower)
most of the countries have had growth rates above most other Latin American during this decade, while
margins for further substantial expansion do exist.

Also, both Andean and Central American countries could represent interesting destinations for further
EU investments, EU services providers and for companies participating in public procurements:
improvement of legal framework andmarket access conditions will be pursued in the future region to region
negotiations.

In this context, it is also worth underlying finally the interest that a very important player in world trade,
the US, has taken in these two regions by concluding in recent years the CAFTA (already implemented in
El Salvador, Guatemala, Nicaragua and Honduras) and individual ETAs with Colombia, Peru (yet to be
implemented).

At themoment, the negotiating directives adopted by the Commission on 6December are being discussed
together with the Member States in the competent Council groups. As soon as the Council adopts them,
Joint Committees with both regions will be organised with the view to discuss details of the future
negotiations, as well as assessing the latest expected achievements on regional economic integration.

16 January 2007
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APPENDIX 15

Memorandum submitted by Linpac Plastics, Montevideo

WHY URUGUAY?

IS YOUR COMPANY INTERESTED IN A NEWMARKET OF MORE THAN 250 MILLION
CONSUMERS?

MERCOSUR—The Southern Cone CommonMarket Argentina, Brazil, Paraguay and Uruguay
4

Where would an industry looking to invest in MERCOSUR find the lowest risk, and profit from all the
advantages oVered by MERCOSUR?

URUGUAY is undoubtedly the place. This country enjoys a long-standing reputation for reliability
among foreign investors. It has a solid legal system and a transparent and openmarket supported by a strong
regulatory framework.

Investment Promotion

An approved investment declared to be of “National Interest” benefits from an incomparable package of
promotional measures:

— Exemption from income tax, for a period based on the total amount invested.

— Exemption from capital tax for a longer period than elsewhere in MERCOSUR.

— No customs tariVs on the import of capital goods.

— Temporary admission system for the duty- and tax-free import of all materials subsequently re-
exported following a manufacturing process within Uruguay.

— Very investor-friendly pre-financing of export credits.

— VAT credit certificates for exporting companies covering expenses and investments incurred in the
process of the construction of industrial installations.

— Internal tax credits for all exports.

Regional Framework

Services and products manufactured in Uruguay have access to MERCOSUR markets free of import
duties or quotas.

Other Advantages

— No discrimination between hiring local or foreign workers.

— No restrictions on including foreign nationals on boards of directors (unlike elsewhere in
MERCOSUR).

— Flexible financial system and foreign exchange regime allowing free circulation of capital and
remittances abroad (another advantage in comparison to other MERCOSUR countries).

— Infrastructure projects continuously being developed.

— EYcient port and airport facilities. Good highways and river network connecting with Argentina,
Brazil and other countries.

— Geographical position favours use ofUruguay as distribution centre forMERCOSUR (illustrated
by the number of foreign companies using Uruguayan Free Zones as their regional hub).

— Investment Promotion and Protection Agreement between UK and Uruguay.

— Literacy rate 98%, the highest in Latin America; similar high scores for indicators on culture and
communications, newspaper circulation, TV, use of internet.

— Pro-UK attitude and long history of UK involvement in Uruguay’s commercial, industrial and
agricultural sectors.

November 2006

4 This presentation was prepared before Venezuela joined Mercosur.
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APPENDIX 16

Memorandum submitted by London Stock Exchange

Webelieve that there are increasing opportunities opening up in Latin America, particularly in Brazil and
Chile, but also in Peru, Colombia, Argentina and Uruguay.

Historically there have been strong cultural and time zone links between the US and Latin America, with
themajority of overseas issuers from the region listing and trading inNewYork.However, growing demand
for international capital and a desire to access the European market place, as well as increasing
dissatisfaction with US regulation, has led to an increasing number of enquiries from companies and
advisers in the region regarding the benefits of listing and trading in London.

The Exchange’s international team have recently visited the region and begun to activelymarket to attract
issuers. They experienced a very positive reception for the message that London’s depth of institutional
capital, its leading regulatory and governance regime and the skills of its advisory community can help
companies from Latin America access funds to support their growth. Already these early eVorts are paying
oV. In October, we were delighted to welcome HochschildMining Plc, the first Main market primary listing
from Peru, which raised £270 million.

However, we recognise that one of the limitations for attracting more companies from Latin America is
a general lack of awareness regarding the London oVering.We are seeming to address this through our direct
activities, as well as working closely with the corporate advisory community, the Corporation of London,
UKTrade and Investment and the British Embassies in the countries concerned. As enthusiastic supporters
of the Chancellor’s initiative to promote the City and UK financial services abroad, we also look forward
to political support for raising awareness in Latin America as appropriate.

We are currently in the process of finalising our specific marketing plans, trips and resourcing for the
region in 2007–08. When complete I would be happy to provide you with additional relevant information.

7 December 2006

APPENDIX 17

Memorandum submitted by the OYce of Science and Innovation

FOLLOW UP TO SIR DAVID KING’S ORAL EVIDENCE TO THE INQUIRY INTO TRADE
AND INVESTMENT OPPORTUNITIES WITH MERCOSUR MONDAY 5 MARCH 2007

1. During Sir David King’s appearance before the Trade and Industry Select Committee on 5March, the
Committee asked for further information on the UKTI initiatives related to research and development.
There was particular interest in the marketing strategy being developed in Lifesciences and the involvement
of the OYce of Science and Innovation (OSI) in this.

2. UKTI is engaged in developing integrated trade and investment international marketing strategies for
key sectors on behalf of the UK. The key sectors to be covered are Financial Services, ICT, Lifesciences,
Creative Industries and Energy. These strategies and the implementation of their recommendations will
enable UKTI and key stakeholders, including academia, Department of Health, DTI, OSI, cluster
organisations and FCO overseas posts, to deliver significant outcomes in terms of high quality inward
investment, improved business performance and internationalisation by UK-based firms and will enhance
the perception of the UK economy, and importantly the UK strengths of the sectors in the global
marketplace.

3. The strategy for Lifesciences, which includes biotechnology, pharmaceuticals and the healthcare
industries, is expected to be launched in September. A process of wide consultation with stakeholders and
other government departments is now ongoing. The OSI has been involved in this process; providing input
to the consultation survey being undertaken to inform development of the strategy. UKTI is also a key
member of the Global Science and Innovation Forum (GSIF) and works within this forum with OSI to
exchange information on ongoing activities and ensure the GSIF membership is appropriately engaged in
that activity.

March 2007
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APPENDIX 18

Supplementary memorandum submitted by the OYce of Science and Innovation

Summary Report on Sir David King’s Visit to Brazil, 26–30 March 2007

Visit Headlines

Launched theUK-Brazil Year of Science in Brazil—at State andFederal level. UKobjectives for theYear
of Science are:

— to promote awareness in Brazil of UK excellence in science and innovation;

— to strengthen and increase collaboration between the two countries;

— to share best practices on science-based policy-making;

— to facilitate high-tech trade and investment links between the UK and Brazil.

Engaged key Brazilian funding/research agencies at State and Federal level to gain support for the Year
of Science.

Helped to build positively on a now developing UK-Brazil bilateral relationship by engaging with key
influencers in government, academia and industry to raise theR&Dprofile of theUK science and innovation
base and UK/EU funding opportunities; cross-referencing with the UK-Brazil Joint Action Plan for
Science, Technology and Innovation (2006).

Delivered keynote addresses on climate change, and discussed climate change aspects of Heiligendamm
with key influencers.

Bilateral ministerial and other calls with the following:

— Omar Aziz, Vice-Governor of Amazonas, to discuss climate change;

— Dr Imar César de Araújo, Amazon Biotech Centre (CBA), to discuss science’s relation to
innovation and wealth creation, and the value-added use of the rainforest;

— Dr Rita Mesquita, Vice-State Secretary (Amazonas) for Environment and Sustainable
Development, to discuss climate change;

— Ildo Sauer, Director, Gas and Energy, at Petrobras, to discuss the Energy Technologies Institute
(ETI) and cooperation in biofuels;

— Claudio Langone, Deputy Minister of the Environment, to discuss deforestation, climate change
and G8!5 dialogue;

— Reinhold Stephanes Minister for Agriculture, to discuss the Year of Science, biofuels and G8!5
climate change discussions;

— Luis Fernandes, Acting Science and Technology Minister, to discuss the Year of Science;

— Marco Aurélio Garcia, President’s Special Adviser for Foreign AVairs, to discuss climate change,
specifically G8!5 issues.

UK delegation headed by Sir David, and comprising senior representatives from UK research institutes,
intermediaries and innovation agencies: Professor John Lucas (Rothamsted Research), Professor Patricia
Nuttall (Director, Centre for Ecology and Hydrology), Dr John Sime (Director, Bioscience for Business,
University of York), Professor Philip Ester (Chief Executive AHRC and RCUK lead on KT), Professor
JohnWood (Chairman of the European Strategic Forum for Research Infrastructure), and Dr David Dent
(Director, International Agriculture and Technology Centre).

Particularly encouraging links made with the Amazonas region on biodiversity monitoring & recording,
and ecosystem service valuation, and on cooperation on access to biodiversity and intellectual property
rights.

A “consultative committee” will be set up to agree an action plan based on the numerous areas for
potential partnership identified by the accompanying scientists, as well as to follow up the work generated
by the Year of Science and to help ensure it has sustainable impact through a framework for longer-term
initiatives.

Rothamsted Research signed MoUs with Embrapa and IAPAR during the visit. President of Embrapa
very keen on further co-operation, including possible establishment of an Embrapa Laboratory on the
Norwich science park campus.

High-profile interviews; excellent media coverage during the visit.

April 2006
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APPENDIX 19

Memorandum submitted by Paul Eadie

Difficulties and Opportunities

Without question there are many opportunities for the UK to expand its trade with Brazil.

Exports at £840 million in 2005 (up from £792 million in 2004) are still way below the levels they should
be, cf UK exports to Brazil in 1997 of over £1 billion.

Against that it has to be recognised that Brazil having pursued rigorous import substitution from 1964
to 1991 still makes importing into Brazil diYcult. There are still import tariVs, requirements for certificates
some of which are diYcult to define, lengthy Product Registration procedures. DiYculties with Customs
and for Foreign Companies wishing to exhibit at Brazilian Exhibitions awkward Temporary Import
regulations and paperwork and bureaucracy issues.

In addition, Brazilian companies will try to encourage local production. Examples are the Car Industry,
Embraer (Aircraft), Petrobras (oil and Gas) as well as the tariV reduction incentives open to foreign
Investors. Of course, Brazil is a huge country and there are definite advantages in producing locally in order
to be able to access the vast potential that exists. You can see examples of the imperative to nationalise
imported products when you visit the likes of Fiat, Embraer and Petrobras. Not for nothing does Brazil run
a Trade Surplus of US$40 billion.

It should be added that Brazil ought to be looked at as an alternative to China and India for sourcing
products ,Brazil is politically closer to the UK than China or India.

For UK Investors in Brazil there are bureaucratic diYculties such as work Permits and registration on
Siscomex, the computerised Customs system to facilitate imports which add value to local production. This
can often take six months. Again I have an example of this in the oil and Gas sector.

Of course if Brazil can obtain better access to EU markets for its Agricultural Produce then a
corresponding easing of import restrictions is likely to follow.

Language is another obstacle and this is not made easier by the Brazilians’ belief that more of them now
speak English, oYcially the second language in Brazil. There is no doubt that more, particularly the young
generation, speak English but at Middle and technical Management levels there are still many whose
knowledge is weak or non-existent. I can give examples of non-response to follow up correspondence from
Brazil which baZes UK Companies. I am dealing with one such at present where after one year of non-
response my intervention in sending an email in Brazilian Portuguese has set up a meeting.

I am dealing with another NW company who met a potential Brazilian Partner in Liverpool last month
and wants to join the UKTI supported Go Brazil Mission in March 2007. He had emailed Brazil four times
to get a response as to whether the dates suited and got no response.

Brazil suVers from ignorance or mistaken perceptions and Posts can identify Opportunities which then
require professional presentation in the UK. Resource is obviously a problem. It is perhaps interesting to
note that in 1996 we ran a campaign Link into Latin America and as stated above exports to Brazil in 1997
exceeded £1 billion and were greater than our exports to China.

In IT several companies are successful in selling specialised software. Hardware is more diYcult and the
local Brazilian Trade associations are successful in lobbying against imports. This is often the role of Trade
associations in Brazil so part of the solution must be to encourage more co-operation between UK and
Brazilian Trade associations. There are examples of this in the Engineering sector.

Most of the large UK Financial service sector companies are already present in Brazil. Brazil decries our
lack of participation in their Privatisations but this is possibly because Brazil understands Privatisation
diVerently from the UK who are world Leaders. PPP is also of Great Interest to Brazil and visits from the
Lord Mayor of London can only assist in this. Last year the Lord Mayor visit in September 2005 and there
will be a longer visit in September 2007. Again Perceptions of Privatisation etc need improving and it is
worth bearing in mind that Brazil still has a tendency to try to centralise control. Old habits die hard.

Quite correctlyUKTI and the Select Committee have identified Brazil as being underexploited by theUK.
In part this is due to the fact that we were their largest Trading Partner in the 19th and first half of the 20th
Century but then for various valid reasons we left Brazil and Latin America deeming the continent as a
whole to be economic basket cases.

Brazilians still trust us more than other countries and they have an enormous respect for our institutions,
industrial expertise and integrity.

Because of the ignorance of what Brazil has to oVer in the UK the truth should be easy to disseminate
but it requires active Promotion and targeted assistance to Companies.
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Our Trade with Brazil is poor when set against our achievements in Markets much smaller in size, eg
Malaysia.

This can and should be corrected.

6 December 2006

APPENDIX 20

Memorandum submitted by Rio Tinto

Rio Tinto is a leader in finding, mining and processing the earth’s mineral resources. The Group’s
worldwide operations supply essential minerals and metals that help to meet global needs and contribute to
improvements in living standards. Rio Tinto encourages strong local identities and has a devolved
management philosophy, entrusting responsibility with accountability to the workplace.

Rio Tinto takes a long-term and responsible approach to the Group’s business. We concentrate on the
development of first class ore bodies into large, long life and eYcient operations, capable of sustaining
competitive advantage through business cycles.

Rio Tinto comprises wholly owned subsidiaries such as Rio Tinto Iron Ore, Borax, Comalco, Rio Tinto
Coal Australia, Kennecott and Rio Tinto Iron & Titanium, partly owned subsidiaries and non-managed,
joint ventures, in which public shareholders, other companies or governments are partners.

Major products include iron ore, aluminium, copper, diamonds, energy products (coal and uranium),
industrial minerals (borax, titanium dioxide, salt, talc and zircon), and gold. The Group’s activities span the
world but are most strongly represented in Australia and North America in which about 90% of our
operating assets are located. However, we also have significant businesses and future projects in South
America which include:

— a 100% interest in theMineração CorumbaenseReunida (Corumbá) iron ore operation in the state
of Mato Grosso do Sol, Brazil;

— a 30% interest in Escondida, Chile, one of the world’s largest copper mines;

— Borax Argentina, a subsidiary of Rio Tinto, which operates three borates mining operations and
a processing facility in Argentina;

— Potasio Rio Colorado, a subsidiary of Rio Tinto, which is evaluating the development of a large
scale potash project in Argentina;

— an advanced feasibility study into the La Granja copper project in Peru; and

— substantial exploration programmes throughout South America, including Brazil.

Rio Tinto has been operating in Brazil for 34 years and specifically at the Corumbá iron ore mine for the
last 13 years. Although Rio Tinto sold its Brazilian gold and nickel assets recently, this does not reflect any
loss of confidence in Brazil as a place in which to invest. We have plans to expand the Corumbá mine to a
size that will contribute significantly to both the Brazilian economy, particularly in the border region near
Corumbá and to Rio Tinto. The first phase of this mine expansion would involve an investment of about
US$650 million more and would support the development of a steel production facility by third party
investors.

The nub of the investment barriers that confront us in Brazil are:

(a) that the 1979 Brazilian Border Zone Law contains provisions that prevent foreign companies from
holding majority shares in mining operations in what is defined as the “border area”, which covers
the locale of the Corumbá mine;

(b) that Rio Tinto was nevertheless authorised in 1998 by the FederalGovernment of Brazil to increase
its voting share in its Brazilian partner company which holds the Corumbá iron ore asset to a
majority 80% shareholding;

(c) that many interlocutors in the Brazilian Federal Government recognise that the Border Zone law
needs to be amended in order to give foreign companies the security required to make major
investments in mining and steel production in Brazil; and

(d) that, in February 2005, the then Minister for Mines and Energy, in the presence of Brazilian
President Lula, signed a Memorandum of Understanding with Rio Tinto and the regional
government concerned to introduce the necessary legal changes to the Border Zone law.

Since that time matters have proceeded very slowly. However, a new law to remove the restrictions on
foreign investment in the Brazilian border areas was drafted and signed oV by the Minister of Mines and
Energy earlier this year and now rests with the other interestedMinistries of Defence and Justice. However,
the Brazilian Congress has a large backlog of legislation to address and the uncertainty surrounding Rio
Tinto’s Corumbá asset remains.
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The net eVect on Brazil is that the country risks losing what should be a major inward investment success
story (some potential steel producers are already looking elsewhere), and risks attracting the sort of adverse
publicity in the international business community which will serve only to undermine the eVorts that the
Brazilian government is making elsewhere to promote foreign direct investment.

The Corumbá mine expansion and the steel production facility is potentially a very large investment and
will be a major success story for Brazil if it goes ahead, but, there are significant investment risks for Rio
Tinto which the Brazilian government should have moved ahead energetically to exclude.

Summary

— Rio Tinto has been operating in Brazil for 34 years and at the Corumbá iron ore operations for
13 years. Although Rio Tinto recently sold nickel and gold assets in Brazil, this does not reflect a
loss of confidence in Brazil as a place in which to invest.

— On the contrary, Rio Tinto plans to expand its Corumbá iron oremine to a size that will contribute
significantly to Rio Tinto and to the Brazilian economy, bringing increased prosperity to the
border region near Corumbá. Our target is 15Mt/pa sales of iron ore to a range of local, regional
and international customers. If proven feasible, the inward investment would be approximately
US$1billion.

— Rio Tinto acknowledges the Brazilian Government’s desire for value addition to its raw material
extraction. Although Rio Tinto is not a steel-maker, it is promoting Corumbá to its customers as
a site for processing and value addition based on the local availability of iron ore and natural gas.
Rio Tinto’s commitments have been documented in a Memorandum of Understanding with the
State and Federal Governments, signed in February 2005.

— Whilst theworld is experiencing an unprecedented boom in steel making, a number of steel-makers
have shown interest and visited the site. RioTinto is supporting themwith studies for iron and steel
making, mine expansion, pelletising and product transport logistics. Currently, fifteen steelmakers
have signed confidentiality agreements to review Rio Tinto’s studies. Rio Tinto has retained the
IFC to provide technical advice, to help ensure that the developments are sustainable and,
potentially, to help provide finance.

— The total investment at Corumbá for production of 2.0 Mt/pa of steel would be approximately
US$1 billion, which excludes the cost of expansion of the mine iron ore production to support the
steel manufacturing project. Investment figures will depend upon the number of steel projects and
the design of each.

— Three key factors will determine if the steel-makers invest at Corumbá:

— the long-term cost and availability of natural gas from Bolivia, relative to other potential
processing locations in the world,

— the long-term cost and reliability of iron ore supply, and

— reliability and cost of transport logistics for products from this remote location.

— Rio Tinto appreciates the steps being taken by the Brazilian Government to negotiate gas supply
arrangements with Bolivia. As an alternative to gas-based processes, Rio Tinto has also studied
application of its innovative coal-based HIsmelt technology at Corumbá.

— For existing and expanded iron ore supply, the proposed removal of the restriction on foreign
ownership of mines in Brazilian border areas will provide Rio Tinto with the necessary confidence
to enable it to make the substantial investment in mine expansion and transport logistics at
Corumbá and to engage in long-term contracts with steel-makers.

— Failure to remove the investment barriers indicated in this Submission will not only adversely
aVect a potential major inward investment project but Brazil’s ability to attract foreign direct
investment more generally.

September 2006

APPENDIX 21

Memorandum submitted by the Society of British Aerospace (SBAC)

SBAC is the UK’s national trade association representing companies supplying civil air transport,
aerospace defence, homeland security and space markets. SBAC encompasses the British Airports Group
and the Industrial Space Committee. Together with its regional partners, SBAC represents over 2,600
companies, assisting them in developing new business globally, facilitating innovation and competitiveness
and providing regulatory services in technical standards and accreditation.
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Background

Brazil’s aerospace sector comprises civil aviation, military aviation and space sub-sectors. Aircraft, such
as the ERJ 145 50-seater jet andERJ 135 37-seater jet, aremanufactured at Embraer, the former state-owned
aerospace organisation which was privatised in 1994.

Brazil does not build civilian aircraft jet engines, and companies such asRolls-Royce andGeneral Electric
have established local subsidiaries to fulfil this role. Brazil has a full range of servicing facilities for most
locally-used aeroplanes.

As regards military aviation, Embraer manufactures the AMX fighter in conjunction with the Italians.
Financing for military aircraft is arranged through government grants. The Brazilian forces also operate
various foreign planes, including A4, F5, Mirage and Xavante. The Navy operates Lynx helicopters, whilst
the army helicopter fleet is based on Aeropatiale and American equipment. In line with government policy,
local companies are key players in military programmes.

Brazil has a complete space programme in that it constructs rockets (at the Aeronautical Technical
Centre) and satellites (at the National Institute for Space Research or INPE) and has a launch site (CLA).
There has been some British commercial involvement with INPE, considerable French activity with INPE,
and a joint project with China. Brazil is also familiar with Earth Observation (eg. Mapping of the Amazon
area by INPE as part of environmental policy projection), and is part of the International Space Station
(ISS) project.

SBAC Members Active in thisMarket

SBAC is aware of somemembers who currently supply into Brazil of others who are considering accessing
this market.

Those companies that wish to fully enter this market have found that local representation is necessary due
to the Brazilian focus on inward investment. Whilst, some UK primes have had a local subsidiary in
operation in this region for some time, but this does pose a barrier to those wishing to access the market for
the first time particularly because such a major step is not required in other emerging markets

There are a number of other influencing factors which have a bearing on decisions to invest in this region,
including the distance to market, which results in additional expense during the bidding phase. More
generally, companies are tending to prefer traditional Euorpean and North American markets which are
better known and are looking at other new markets including Japan, India and China.

The overriding view of companies who have accessed or examined the Brazilian market is that Embraer
is primarily focused on supporting inward investment.

8 January 2007

APPENDIX 22

Memorandum submitted by Think London

I am writing in response to the House of Commons Trade and Industry Committee’s request for views
on both the general attractiveness of London to South American businesses and on the potential barriers
to or limitations on increased investment. I am also happy to outline Think London’s strategic approach to
South America as a source market for foreign direct investment (FDI).

There is a widely held belief, to which we subscribe, that an increasing proportion of theWorld Economic
growth over the next 20 years or so will be driven by the rapid expansion of key emerging markets, notably
Brazil, Russia, India and China, the “BRICs”. As such FDI from these markets looks set to accelerate over
coming years with thesemarkets becoming increasingly important sources for FDI projects and job creation
both in London and in the UK more generally. However whilst this has already become a reality for India
and China, which already rank as London’s second and fourth largest sources of new FDI respectively,
Brazil and Russia have yet to mature to a similar level.

This diVering level of maturity in these markets as sources of FDI is reflected in Think London’s strategic
approach andmarketing activities.Whilst we are particularly active in China and India with oYces and staV
deployed both locally and in London, our activities in Russia and Brazil are at an earlier stage and remain
less developed. Having said this we certainly take the potential of Russia and Brazil very seriously indeed
and in the specific case of Brazil we have already undertaken business development trips there. Our most
recent visit was in September 2005 whilst accompanying the Lord Mayor of the City of London on a visit
to South America. During the visit we undertook a programme of meetings with Brazilian companies
interested in setting up businesses in London. Following up on interest generated during this trip a decision
was made to jointly fund with UK Trade and Investment (UKTI) an Inward Investment Manager based in
the British Consulate-General São Paulo.
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More generally, London has received a moderate amount of FDI from Brazil which has traditionally
gravitated towards the Europeanmarkets with strong historical links (notably Portugal), however, there are
some signs that this is on the increase. The Ernst & Young European Investment Monitor (a well respected
database of newFDI projects) has recorded a total of 25 investment projects fromBrazil coming intoEurope
since 1997 of which nearly a third went into Portugal. The UK received three projects all of which went to
London but notably this investment all occurred post 2004. In addition to this “new” investment Think
London estimates that there are at least 20 large Brazilian companies operating in London including: Banco
Do Brasil S.A. (Banking), Banco Mercantil Finasa S A São Paulo (Banking), Banco Do Estado De São
Paulo S A (Banking), Banco Itau Europa, S.A. (Banking), Petrobras Europe Ltd (Oil & Gas), Petroleo
Brasileiro (Oil & Gas), Tristão (CoVee), Tam (Airlines) and Varig (Airlines). The main activities of these
operations are European headquarters type functions and sales and marketing activities capitalizing on the
excellent access to markets provided by a London location.

Whilst the historical links have focused on Financial Services, Oil and Gas and Airlines, Think London
has been dealing with a number of recent enquiries from a wider range of sectors. For example at the end
of November and in conjunction with UKTI and the DTI’s Global Watch Service Think London hosted
an inward mission of five Brazilian mobile operators interested in showcasing their capabilities and
understanding the opportunity of the UK wireless industry. Think London has also been working closely
with Brazil’s largest cosmetics company as it looks to enter the UK market, a project that if successful has
the potential to create a significant number of jobs across the country.

The main barriers to investment include generic barriers not specific to Brazilian companies consisting
largely of cost factors notably property and labour costs, tax and regulations issues, infrastructure problems
particularly transport and competition from other locations as well as a number of barriers more specific to
Brazilian companies including language and cultural compatibility and restrictions on the granting of visas
and immigration to the UK. To overcome these barriers Think London has put in place a strategy of having
a long-term base in partnership with UKTI, in São Paulo as the best way forward in this huge, complex
market. We have done this for the following reasons: Firstly Brazil, especially in the south, is made up of
large immigrant communities, for example, Italian, Portuguese, German, Japanese, Spanish, Lebanese,
Korean and Russian communities are prevalent with deep roots going back decades, even centuries and
where the first language is often the “mother tongue”. These communities have deep economic, trade and
cultural ties with their countries of origin making any targeting or selling of the London/UK oVer much
more complex. Secondly London/UK have to compete with the default investment options traditionally the
USA, Spain, Portugal and other Latin American countries. To overcome this necessitates a longer term
presence to continually and consistently hammer home the London/UK story.

In summary, whilst unlike their Indian and Chinese counterparts, Brazilian corporates have yet to make
a significant impression on the FDI landscape. We envisage that it is only a matter of time before this
changes. This is illustrated by the fact that in the year to October 2006, for the first time, Brazilian companies
invested more abroad than was received in FDI, (the net figure was minus US$13 billion), this fact is even
more striking when it is considered that much of the inward investment in Brazil is largely “hot” and can
be removed at relatively short notice. Given these circumstances, it seems that Think London will have a
growing and increasingly receptive audience.

Our belief is reinforced by recent media coverage and real investment decisions including Brazilian steel
group CSN’s proposed £4.3 billion (US$8.2 billion) takeover proposal for Anglo-Dutch rival Corus as well
as reports of Companhia Vale do Rio Doce, one of the world’s largest mining companies, listing on the
London Stock Exchange. In particular we believe that London has real opportunities in the area of finance,
Information communications technology and R&D with companies wanting to stay close to London
principally because of the size of the local market, links with mainland Europe, capital market proximity
and the fact that it is the cultural centre of the UK.

22 December 2006

APPENDIX 23

Memorandum submitted by UKTI

Chapter 1: Introduction

1.1 The past decade has seen an increase in the pace of global economic activity underpinned by the rise
of key emerging markets which account for over 37% of the planet’s population. China and India have
spearheaded this with average growth of 9% and 6.4% per year since 1996. Brazil’s economy has grownmore
slowly than this averaging at 2.6% per year since 2000. However, this relatively poor growth performance
is not the whole picture. Brazil’s economic policy stance under the previous, current and likely future
governments is the pursuit of macroeconomic stability. Brazil is aiming at consolidating a base for healthy,
but not spectacular, growth. Its aim is for a trend growth rate of 4–4.5%.
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1.2 Brazil still remains one of the largest emerging markets and an increasingly leading voice among
developing countries. In terms of GDP, Brazil is rated as second to China amongst Emerging Markets (see
paragraph 8 of Annex A) and despite slower growth rates than others in the top five it is unlikely that Brazil
will drop out of the top five for a quarter of a century if at all. So even if Brazil is notmeeting the globalisation
challenge in a manner comparable to China and India, one must not lose perspective about its place in
the world.

1.3 Brazil has become much more open to trade over recent years. Total trade in 2004 was 26% of GDP
up from around 13% in 1996. The country’s abundance of natural resources has helped it experience its first
period of export led growth in 20 years.

1.4 Against this background Brazil has immense potential as a trade and investment partner.

Chapter 2: Brazil’s Industrial and Trading Climate

2.1 Successive BrazilianGovernments have supported free enterprise and the free trade system.However
some state and semi state entities still control part of the public utilities sectors. There is significant
bureaucracy with regulations constantly changing and complex labour and tax laws. On the other hand
there is amotivatedwork force and a development of labour intensive industries directed towards exporting.
The Brazilian economy is broad-based covering most industries. It is a mixed economy and includes listed
companies, state monopolies, foreign owned companies, joint ventures, family enterprises and many small
businesses. In 2002 the number of companies in Brazil by size was:

Size of company Numbers Percentage of total

Micro 4,605,607 93.6%
Small 274,009 5.6%
Medium 23,652 0.5%
Large 15,102 0.3%
Total 4,918,370 100%

Chapter 3: Brazil’s Role in the GlobalMarket Place

3.1 Brazil is a key player in the WTO as leader of the G20, which Brazil founded, and a member of the
G6. They are a founder member of the Common Market of the Southern Cone (MERCOSUR) which is
currently composed of Brazil, Argentina, Paraguay, Venezuela and Uruguay with Chile and Bolivia as
associated countries. Under the MERCOSUR agreement tariVs are reduced to zero; movement of labour,
goods and services are unrestricted; capital investment encouraged; macroeconomic policies coordinated;
and policies and tariVs for non member countries harmonised. Negotiations for an inter-regional
Association Agreement between the EU and Mercosur began in November 1999. (See Annex B)

3.2 Brazil has played a crucial role in WTO. They share the UK’s objective to restart the negotiations
at the earliest opportunity. The overwhelming consensus in Brazil is that movement on agriculture ie the
dismantling of protectionist policies by developed countries has to come before there is any movement on
industrial tariVs and services. Within the G20 grouping Brazil is probably one of the more willing to be
flexible if the right deal on agriculture is on the table.

Chapter 4: The UK’s Trade & Investment Performance with Brazil

4.1 Brazil is the UK’s most important trading partner in Latin America. In 2005 we were the 13th largest
exporter to Brazil, down from 9th in 2003 with a market share of just under 2%. UK market share slipped
in relative terms due to the strength of sterling against the US dollar, fluctuating oil prices, growing ICT
exports to Brazil from South Korea and increased imports of minerals from Chile used in the booming steel
industry. A full summary of UK’s performance against our EU competitors and the rest of the world is at
Annex C.

UK Trade in Goods % Change
£ million 2001 2002 2003 2004 2005 2004–05

UK Imports from Brazil 1,328 1,415 1,512 1,581 1,771 12.0%
UK Exports to Brazil 814 888 829 792 840 6.1%

UK Trade in Goods Jan–May Jan–May
£ million 2005 2006

UK Imports from Brazil 665 745
UK Exports to Brazil 293 348
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4.2 Currently, around 92%ofUK exports to Brazil aremanufactured goods. Top exports include organic
chemicals, pharmaceutical products, power generation machinery and equipment, professional scientific
instruments and apparatus, electrical machinery and road vehicles. Brazil’s main exports to theUKaremeat
and meat preparations, foodstuVs for animals, pulp and paper, footwear, cork and wood manufactures,
tobacco and tobacco products, power generation machinery and vegetables and fruit.

4.3 UK’s trade and investment performance remains significantly below its potential. UK has a share of
some 6% of world trade but by contrast the share of Brazilian trade is just under 2%. This represents a
significant under performance but highlights the scale of the opportunity for growth that the Brazilian
market represents.

4.4 The UK’s trade in services increased by 15% between 2004 and 2005.

UK Trade in Services % Change
£ million 2001 2002 2003 2004 2005 2004–05

UK Imports from Brazil 231 251 176 219 263 20.1
UK Exports to Brazil 382 313 326 307 353 15.0

4.5 The total new FDI in Brazil last year was someUS$16 billion (compared to US$5 billion to India and
US$61 billion to China). According to the Brazilian Central Bank, ForeignDirect Investment (FDI) inflows
from the UK in 2005 amounted to 0.7% of the total, behind the US with 21.5% but also behind France with
6.7%, Germany with 5.9% and Japan with 3.6%. However the UK remains, in global terms, the second
largest foreign direct investor overall. That the UK ranks well below our principal competitor nations in
terms of Brazilian FDI highlights the extent to which theUK is under performing in one of the main growth
markets for FDI.

4.6 AlthoughUK investment appears low it is likely that the real figure ismuch higher. British companies
investing in Brazil often invest through third countries typically the Netherlands. As can be seen from Table
6 in Annex C the Netherlands investment figures for Brazil are unrealistically high. Household names such
as Astra Zeneca, British American Tobacco, BG, BP, Cadbury,Umbro, GlaxoSmithKline, HSBC, ICI, Rio
Tinto, Shell and Unilever are a solid part of the Brazilian economy.

Chapter 5: Barriers to Trade and Investment in Brazil

5.1 There are some practical obstacles to doing business in Brazil (as detailed in Annex E). Furthermore,
while Brazil is in many ways a sophisticated market economy it is still highly regulated and prey to
bureaucratic blockages and the power of vested interests (some of which have been enshrined in the
constitution). Brazil is also a relatively new entrant to world markets having emerged from an inward
looking and protectionist approach to trade only in the early nineties. Some of the old protectionist instincts
remain, as do some of the regulations that impede the import of goods and services perceived to represent
a potential threat to local interests (eg legal services and reinsurance).

Chapter 6: UKTI and Brazil

(a) Assistance available from UKTI to UK companies looking to do business in Brazil

Services available to UK companies

6.1 UKTI’s aim is to enhance the competitiveness of its customers in the UK through overseas sales and
investment. This is achieved by assisting companies, in the main SMEs, with:

— advice and support;

— information and opportunities; and

— market entry.

For any market, customer demand is a key factor in the support and services UKTI makes available.

6.2 Advice and support from UKTI’s trade advisers in the English regions can help companies develop
export plans for tacklingmarkets and in conjunction with the teams overseas help them establish themselves
in markets such as Brazil.

6.3 UKTI also helps by providing information about the market and opportunities that exist. Sales leads
are the lifeblood of any business. UKTI’s overseas staV are always looking for business opportunities. A
typical example was a recent enquiry by a small Brazilian company acting on behalf of Petrobras seeking a
supplier for valves for the oil and gas industry. This opportunity was posted on the UKTI website for
companies to access.

6.4 Support is also available for larger companies in terms of lobbying where Ambassadors and senior
members of the Post play a crucial role in securing business for UK companies. The UKTI team in Brazil
has assisted several large companies in this way.
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6.5 UKTI in-market teams also produce sector reports on opportunities in the market as well as specific
tailored reports for individual companies to identify potential partners, agents, distributors or direct
customers. Companies are charged for the latter reports under the On line Market Introduction Service
(OMIS).

6.6 To be a successful exporter companies need to spend time in the market and Brazil is no diVerent.
UK Trade & Investment can help UK businesses take part in overseas exhibitions such as Rio Oil and Gas;
and support companies visiting the market through the Market Visit Support Scheme.

6.7 UKTI also supports a programme of sectoral missions to and seminars in Brazil. A summary of the
key sectors that UKTI is focusing on follows. Annex F provides further detail.

Business Sectors (UKTI International Sectors Group)

6.8 As well as supporting companies on an individual basis, UKTI also works with sectors of industry
in promoting markets for UKTI support. The following sectors of industry have regarded Brazil as a
priority market.

Priority Sectors

6.9 Aerospace: Brazil has one of the world’s largest aerospace companies in Embraer and a vibrant
aircraft fleet covering agricultural aircraft, air taxis and helicopters. The key to the Brazilian market for UK
companies is Embraer. Most of Embraer’s sales are overseas as is most of its supply chain mainly based in
the USA, Europe and Japan. UK content on Embraer aircraft is very low (less than 2%) but the current
relationships with existing partners make it very diYcult to displace the existing supply chain for existing
programmes. New programmes will demand a higher level of local content (to meet the requirements of the
Brazilian Government) but will require overseas companies actively to invest in the Brazilian based
aerospace supply chain. Currently this is unattractive to UK companies.

6.10 UKTI organised a series of Seminars in the UK in February 2005 to make UK companies aware of
the changes to the policies of the Brazilian government and how this might impact on Embraer. Embraer,
the BrazilianGovernment and the BancoNacional deDesenvolvimento Economico e Social (BNDES—the
Brazilian Development Bank) took part in seminars held in London and in Warrington. Over 50 UK
companies attended. UKTI followed this up with a mission to Brazil—only four companies engaged in the
programme which gave access to Embraer, BNDES and introduced UK companies to indigenous
companies already in the Brazilian supply chain and European companies who had invested in Brazil. The
mission took place in October 2005. As a result of the low take up to a very structured mission, the UKTI
Aerospace Sector Advisory Group demoted Brazil from being a priority sector for Aerospace in November
2005. Annex F1 provides more detail on this sector.

6.11 Financial Services: Brazil has been singled out as one the potential key growth economies under the
“BRIC” projections, and has been targeted in UKTI’s Financial Services Market Strategy. However, it is
perhaps the weakest of the candidates in the group, with its ability to fulfill the promise of economic growth
being strongly dependent on the political willpower to maintain a framework within which business can
flourish. Annex F2 provides more detail on this sector.

6.12 ICT: The strategy UKTI has adopted in this sector is to develop a focused dialogue with one or two
key Brazilian companies. An example is CESAR (Recife Centre for Advanced Studies and Systems). This
is a private innovation institute that creates products, processes, services and innovative companies using
ICT. The Centre has been talking to UK innovation institutions to explore the potential for technology
creation and its transference to Brazil. This approach is being supported by a series of trade missions in both
directions. Annex F3 provides more detail on this sector.

6.13 Life sciences: Brazil’s strengths lie in its scientific capabilities and the quality of the research being
carried out in the biotechnology clusters and universities. In addition to this, the country has numerous
assets, whether purely scientific or based on the great biodiversity of its territory. Opportunities exist for the
UK to invest in Brazil, whether directly or through partnerships with local Brazilian companies.

6.14 Brazil’s research level is impressive, but technology transfer is much less active than in the UK. The
pharmaceutical market has a current value of US$8.3 billion and a 12% compound annual growth rate
(CAGR) forecast to 2010. The vaccines market of US$221 million in 2005 is still mainly publicly owned and
has tremendous expertise and production capabilities. The potential for new vaccines is evidenced by the
increasing involvement of multinationals. Annex F4 provides more detail on this sector.

6.15 Oil andGas: Brazil is a PriorityAMarket for UKTI oil and gas trade development activity as agreed
with the industry/government International Oil & Gas Business Advisory Board.

6.16 Brazil is the largest energy market and has the second largest oil reserves in South America. Brazil,
the Gulf of Mexico and West Africa are considered by industry the “golden triangle” of deep water
Exploration and Production (E&P), a significant area of theUK’s industry capability. The country achieved
net oil self-suYciency in early 2006 as production reached 1.7 million barrels of oil per day (bpd). The
domestic oil production of Petrobras, the national oil company, will grow to 2.3 million bpd by 2010 and
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output from other operators should add to this volume. In the same period the production of natural gas
should increase from the current 48 to 70 million cubic metres per day. Petrobras’ investment from 2007–11
will total U$87.1 billion, averaging US$17.4 billion per year of which 47% will be for E&P. There will also
be substantial investment in the downstream area with more than US$8 billion being targeted for a large
revamp programme for all the existing refineries and two new plants being considered. Another
US$4.5 billion will be invested to expand the pipeline network for natural gas. Annex F5 provides more
detail on this sector.

6.17 Environmental Technology: The environmental market in Brazil is expected to reachUS$4.9 billion
by 2010. The market is sophisticated and overseas companies must oVer something new to the market.
Opportunities exist for UK companies oVering innovative technologies, services, and equipment.

6.18 The Government is looking at models for PPP to fund numerous proposed sanitation projects. This
will involve multi-million dollar investments ($25 billion over 15 years is the usual quote), but it will take
some time for the regulatory framework to be introduced. In the meantime, several states have introduced
their own legislation and frameworks, with PPP projects already under development.

6.19 Investment in the environment sector in Brazil in 2006 is expected to grow at a faster rate than
previous years, reaching an estimated value of US$3.5 billion toUS$4 billion this year alone. This is, at least
in part, due to an increase in private sector investment (larger industries with reputations to protect), with
companies moving to new, more eYcient and environmentally friendly technologies. The following industry
sectors should be responsible for a larger share of total investments: cement, pulp and paper, chemical and
petrochemical and steel. Expenditure on environment is most likely to be for equipment, engineering and
consulting services and instrumentation associated with pollution control and cleanup projects. Annex F6
provides more detail on this sector.

6.20 Healthcare: Brazil has the largest healthcare market in Latin America, with over 7,000 hospitals,
280,000 doctors and an annual spend of US$20 billion—private and public combined. It also has the largest
medical devices market in Latin America, with imports in excess of US$980 million and a total internal
market of almost US$2.8 billion. Expansion and sophistication of private healthcare network allows for
continuous technological and managerial improvement of services, generating opportunities for state-of-
the-art medical products/services. The large local medical devices/technology industry, comprised of over
500 companies, generates substantial opportunities for joint-ventures, OEM supply, technology transfer
and outsourcing. Modernisation of Brazil’s communications network is encouraging IT projects in
Healthcare, varying from software development to telemedicine and e-health training/services. Annex F7
provides more detail on this sector.

Inward Investment

6.21 Brazil has been identified as a potential source of viable inward investment projects. The United
Nations Conference on Trade and Development (UNCTAD) has measured Brazil’s outward investment
stock at around $50 billion. In addition, OCO Consulting has identified activity in a number of key sectors
including Financial Services, Aerospace and ICT.

6.22 In the last six months UKTI has seen a marked increase in potential projects from Brazil—one of
which involves locating a European HQ in the UK. An inward mission into the UK from Brazil is planned
for November, where mobile content companies will be targeted.

6.23 UKTI has identified potential areas of opportunity in the ForeignDirect Investment (FDI) area and
has committed resource in 2006–07 to placing a team in Sao Paulo to further explore these opportunities.

How UKTI delivers its services through Regional Teams and Devolved Administrations

6.24 UKTI delivers advice and support on international trade to companies in the English regions, and
provides them with access to UKTI’s global network, through a network of nearly 40 International Trade
Teams, provided typically by Chambers or Business Link operators, employing between them around 380
International Trade Advisers. In each region UKTI has an International Trade Director who, with their
regional core team, are co-located with the Regional Development Agency (RDA), and who are responsible
for UKTI’s strategy, delivery and stakeholder relationships in the region.

6.25 UKTI operates as the RDAs’ international trade arm. This relationship reflects the importance of
UKTI giving coherence to regional and national demands on the overseas network.We work in partnership
with the RDAs on strategy and priorities through a nationally-agreed Dual Key Framework (attached at
Annex G (not printed here)), and jointly signed-oV delivery plans at regional level. UKTI has a commitment
in its 2006 Strategy to, by March 2008, have worked with the RDAs to review its international trade
operations in the regions.

6.26 A summary of the activity being undertaken by the regions and devolved administrations in respect
of Brazil is at Annex H.
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(b) UKTI and Brazil—the future

6.27 In July 2006 a new strategy was launched by UKTI following the Chancellor’s statement in the
Budget. RequiringUKTI to refocus resources on emergingmarkets, one of itsmain objectives is tomaximise
UK’s ability to win market share in the new high growth economies such as Brazil. More than £5 million
of UKTI resources is to be transferred from mature markets to focus on emerging markets including Brazil
where the UK needs to increase its impact and take advantage of the shift in international economic activity
towards the emerging markets.

6.28 In recognition of the growing importance of Brazil as an emerging market, UKTI has started to
increase its activity to promote the opportunities that exist in Brazil. The visit in March of this year of
President Lula during which a number of key commercial events were organised acted as a catalyst to boost
bilateral trade and investment. At the end of the visit a joint declaration was signed by President Lula and
the Prime Minister which included the following commitment:

“To maximise the potential for closer economic and commercial links, we will establish a Joint
Economic and Trade Committee between our Governments.”

6.29 The JETCO was established in May of this year following the signing of the document at Annex D
(not printed here) by the Secretary of State for Trade and Industry and the Minister of Development
Industry and Foreign Trade, Brazil. The JETCO will systematically examine why UK companies appear to
under perform in terms of trade and investment with Brazil. It will also seek to agree joint strategies to tackle
the perceived impediments to bilateral trade and investment.

6.30 Memoranda of Understanding have also been signed specifically for the energy and healthcare
sectors.

(c) UKTI resources devoted to Brazil

StaV Resource

6.31 UKTI has representation in five cities—Sao Paulo (Commercial centre), Rio de Janeiro, Brasilia,
Porto Alegre and Recife. A total of approximately 32 work on UKTI business. The cost is approximately
£2.1 million.

6.32 There are three full time staV based in UKTI HQ in London.

Finance for Programmes Relating to Brazil

6.33 The cost of UKTI’s sector focused activity, trade missions, exhibitions, seminars and other trade
development activity relating to Brazil during the last three years is detailed below.

£,000
2004–05 2005–06 2006–07

365 490 288*

* Expenditure already defrayed and committed.

Chapter 7: UKTI Activity with Other Stakeholders

Science and Technology

7.1 Sir David King and Dr Sergio Rezende, Brazilian Science and Technology Minister, signed a UK/
Brazil Joint Plan ofAction on Science, Technology and Innovation on 7March during President Lula’s state
visit. This represents an opportunity for both countries to make real gains both in retaining ourmarket edge
in an increasingly competitive and globalised environment, and in finding solutions to social, environmental
and economic problems.

7.2 The Plan of Action will promote co-operation and encourage the development of joint scientific and
technological projects in areas of common interest, particularly in relation to climate change, agriculture
and health.

7.3 The Plan includes a Year of UK-Brazil Partnership in Science through calendar 2007. OYce of
Science and Innovation (OSI) and FCO (GOF Economic Governance programme) have agreed to provide
£150,000 each (split between the financial years). Planning for the year is in hand in Brazil. Individual
projects and events will be run under the banner of the campaign by organisations such as the Research
Councils, the British Council and the Royal Society. A very successful Brazil Day was held at the Royal
Society on 22–23 May as a precursor, with Sir David King and Rezende both attending.

7.4 The UK has also committed to providing £50K for a new UK:Brazil science networking fund. This
would operate in a similar way to other OSI networking schemes managed by the Royal Society. We are
awaiting confirmation of matched funding from the Brazilian side.
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Trade and Investment Climate

7.5 TheDepartment for InternationalDevelopment (DFID) believe that an improved investment climate
in Brazil and its greater insertion into global markets, including through increased trade with the UK, could
have positive, poverty reducing eVects, depending on the nature of the benefits and how they are distributed.
DFID is working with international financial institutions and others to promote a better understanding of
these issues in the region and more pro-poor policy decisions relating to them.

7.6 DFID’s Latin America Markets and International Trade programme (£7.5 million) is aimed at
delivering new knowledge and strategies for poor people’s access to domestic and internationalmarkets that
will help strengthen the operations of the World Bank and Inter-American Development Bank. The
programme is implemented through trust fund resources at the two Banks as well as through allocations of
funds byDFID oYces in the region, including Brazil. Among other activities, the programme has supported
work by the International Finance Corporation (IFC), part of theWorld BankGroup, to address regulatory
barriers to formalisation of businesses in the Sao Paulo municipality of Brazil.

7.7 In addition, DFID is developing a programme to promote lesson sharing in the region on trade and
poverty issues, whilst it also contributes to thinking on Brazil’s regional and global role on trade agendas
with a view to achieving poverty reduction in Brazil and beyond.

Sustainable Development

7.8 The UK is establishing Sustainable Development (SD) Dialogues with China, India, Brazil, Mexico
and South Africa. These are cross-departmental initiatives that provide an eVective mechanism to promote
collaboration and exchange of good practice on sustainable development and integrate sustainability in the
UK’s bilateral relationship with these countries.

7.9 A joint statement on the UK-Brazil SD Dialogue was signed during the State Visit by Margaret
Beckett and Brazilian ForeignMinister Amorim. The SDDialogue will build on, and provide a framework
for, existing country level activities as well as identify new areas of collaboration under six priority themes:

— Natural Resource Protection & Sustainable Management (including protecting biodiversity,
tackling illegal logging, and working together to support regional and international measures on
sustainable forest management);

— Climate Change, and Energy for Sustainable Development (through the Working Group on
Climate Change).

— Sustainable Consumption and Production.

— Poverty and Inequality.

— Capacity Building and Institutional Development.

— Science for Sustainable Development.

7.10 The Dialogues are led by Defra but are supported by other government departments, including
FCO. Financial support comes from Defra’s WSSD Implementation Fund and the FCO’s SD Programme
under the Global Opportunities Fund.

ANNEX A

BRAZIL AND GLOBALISATION

Global Context

A1. The past decade has seen an increase in the pace of global economic activity, underpinned by the
rise of key emerging markets, which account for over 37% of the planet’s population. China and India have
spearheaded the charge, growing on average at 9.0% and 6.4% per year since 1996. The BRICS5 countries
now account for 28.3% of world GDP (PPP).6 By contrast the G-77 economies account for 41% of the total.
In the past year, the emerging economies have continued to increase their already significant contributions
to world growth. World trade has almost doubled in value, with total trade at around $10 trillion in 2005,
up from $5.5 trillion in 1997. Migratory flows have also increased with the world migrant stock increasing
from 81.5 million in 1970 to 174.9 in 2000.

A2. The global economy has grown strongly since 2002, averaging 4.3% between 2002 and 2005. This
compares very favourably with the growth averages from the 1990’s (3.4%) and the “long run” average from
1970–2005 (3.8%). In fact, one has to go back to the period 1976–79 to find a comparable growth average
over four years. World CPI inflation has fallen from 8.5% in1996 to 3.8% in 2005. Stock indices worldwide
have reached record highs, although as recent events have shown, this may well reflect an asset bubble.

5 BRICS—Brazil, Russia, India, China and South Africa.
6 Purchasing Power Parity.
7 G-7—US, UK, Germany, France, Italy, Canada and Japan.
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Commodities demand has soared, galvanised by the rapid industrialisation of China and the insatiable thirst
for oil from the US.Metals and oil have seen the largest price gains. As an example, the price of copper rose
by 60% and the price of tin by 20% between 1996 and 2005. Inflation in this area has been demand driven
and output has risen with price.

A3. However, there are a number of increasing risks to the strong global picture. Many of these risks
centre on the US economy, which has accumulated large amounts of debt and has created severe imbalances
in global spending patterns. The risk is that a rapid unwinding of these will force a fast decline in the dollar,
with negative consequences for world trade and investment. With an increasing number of analysts fearing
recession in 2007, one of the principal engines of global growth looks to be slowing. Inflationary pressures
are also mounting as supply side constraints start to bite. This is leading to monetary tightening and a fall
in the ease of access to global funds. Housing and asset bubbles are looking like they may burst in many
countries. There is also the possibility of a rising danger of increased protectionist sentiment in the future,
especially the US, should economic conditions sour.8 With risks to the downside, times look to be becoming
more testing. So one key question is has Brazil made suYcient use of the good times to progress?

Regional Context

A4. Latin America is becoming more open to the world economy. The region is commodity rich and
thanks to the boom, has experienced its first period of export led growth in 20 years. Total trade has risen
from $610.7 billion in 1997 to $909.3 billion. Latin America’s economies have been much stronger in the
last three years since the period of crises and instability between 1998 and 2002. The region seemed in the
1990’s to have shaken oV its historical reputation for severe economic volatility, characterised by hyper
inflation and currency crises, the latter as a result of large capital outflows and fixed exchange rate
commitments. But economic liberalisation was matched by generally low trend growth after the “lost
decade” of the 1980s. Economic mismanagement, and in some cases extensive corruption, produced a series
of negative shocks that have set the region’s development back severely. GDP per capita comparisons reveal
sometimes sharp divergence with the developed world.

A5. Total FDI flows into the region provides another telling indicator. After expanding rapidly in the
mid 1990s oV the back of several capital account liberalisations, these have readjusted. Between 2000 and
2005 inflows decreased significantly from $79 billion to $61.5 billion. By contrast China alone has seen its
inflows rise from $38 billion in 2000 to $54.9 billion in 2004. SouthAmerica is the world’s most economically
unequal continent. Poverty and inequality have barely improved in the last 15 years and were the main
economic driver behind the rise of the more populist leaders in the region, sometimes simplistically dubbed
a “Shift to the Left”. Economic policy direction is currently uncertain, with some countries pursuing more
orthodox, market-based approaches and others adopting increasing measures of distorting intervention
and control.

A6. The region is still an economic lightweight, accounting for only 7% of world GDP. By contrast
Emerging Asia now accounts for 27% and Africa for only 3%. The US, with over 200 million fewer people
than Latin America, accounts for 20% of the world total. Trade and financial channels have opened over the
past decade. However, domestic financial markets still remain underdeveloped, so the scale of cross border
financing within the region still remains small. The last few years have seen a return of external investor
money, and recent financial returns have been some of the best performing in the world. Colombia,
Argentina, Brazil andMexico all placed in the top 10 best performing stockmarkets in 2005.Mexico, Brazil,
Colombia, Ecuador and Venezuela were all in the top eight for returns on bonds.

Brazil

A7. Brazil accounts for 51% of South America’s GDP (PPP).9 Its economy has grown more slowly than
the more dynamic emerging markets like China, India and Russia. Average growth since 2000 has been
2.6%, whereas the Chinese average has been 9.3%, the Indian average 6.2% and the Russian 6.8%.However,
this relatively poor growth performance does not complete the picture. The stage of development and recent
history of the Brazilian economy, as well as the political realities that face the country have led to another
direction and self imposed metric of success. Brazil’s policy stance under the previous, current and likely
future governments is the pursuit of macroeconomic stability. President Lula has stated in interviews, that
he wants policy to aim at consolidating a base for healthy, but not spectacular growth. He wishes for the
country to aim for a trend growth rate of 4–4.5%. Current potential growth is 3–3.5%. This is the political
backdrop we must refer to when assessing how Brazil is approaching and coping with globalisation.

8 The Dubai Ports case is often cited as an example of what might happen.
9 Purchasing Power Parity—A method of measuring the relative purchasing power of diVerent countries’ currencies over the
same types of goods and services.
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Table 1

SUMMARY STATISTICS ON BRAZIL

1996 2005

GDP (PPP US$ billion) 1,081.2 1,576.7
Population (million) 163.8 181.4
Government Consumption (as% ofGDP) 10.8 19.9
Total Trade (US$ billion) 101.1 191.8
Investment (% of GDP) 19.2 20
FDI (% of GDP) n/a 1.9
Inflation (%) 16.0 6.9
Interest Rate (%) 18.0

Sources: IMF and EIU.

A8. Brazil remains one of the largest emerging markets (see Table 2) and a leading voice among
developing countries. It is in a clear “second tier” alongside India, Mexico and Russia in terms of market
size. Even if it continued to grow constantly at 6.6% (2.6% real! 4% inflation)10 it would take 24 years for
the nearest “third tier” economy, Turkey to catch up, assuming that Turkey grows at 10% (6% real! 4%
inflation) every year between now and then. So even if it does not undergo a growth explosion in the same
way that say, India and Turkey have, it is unlikely to drop out of the top six for a quarter of a century or
so. This serves to add emphasis to the importance of stability in Brazil. At 4% real growth, as desired by
Lula, the 24 years figure increases to 43 years. So even if Brazil is not meeting the globalisation challenge in
a manner comparable to China and India, one must not lose perspective about its place in the world.

Table 2

LEADING EMERGING MARKETS 2005 AS INDICATED BY NOMINAL
GDP AS A PROXY FOR MARKET SIZE. SCALE: US$ BILLIONS

China 2,224.8
Brazil 792.7
India 775.4
Mexico 768.4
Russia 766.2
Turkey 362.5
Saudi Arabia 307.8
Poland 300.5
Indonesia 276.0
South Africa 239.1

Source: IMF.

Financial Globalisation andMacroeconomic Stability

A9. Brazil has consolidated macro stability built upon the pillars of a strong primary budget surplus, a
flexible exchange rate and a non politicised, although not oYcially independent, central bank. As a result
of strong performances in these areas, Brazil has seen the volatility of its GDP growth fall in the 2000s, as
compared to the 1980s and 1990s11 It is running healthy “twin surpluses”with positive current account (1.8%
of GDP in 2005) and government primary balances (4.75% of GDP in 2005). Also, as table 1 shows, it has
succeeded in taming inflation. In fact, the Central Bank has been so aggressive on this, that it looks set to
undershoot its inflation target for 2006. Further to this, it has managed its high debt burden skilfully and
has paid back its IMF and Paris Club debts. It is now seeking to become amember of the Paris Club and the
OECD and is continuing its engagement on IMF reform issues in earnest. It is also a G-8 outreach country.
Sovereign debt risk has fallen to record lows as indicated by JP Morgan’s EMBI12 measure and foreign
exchange linked debt has been eliminated.

A10. Hence the country has become a highly desirable destination for portfolio investors. These are easily
reversible investment flows and are a mark both of increased stability, but also of the highest real interest
rates in the world. In 2005 Brazil attracted around $6.4 billion of new foreign equity investment. Its stock

10 For simplicity I have assumed that both countries have the same long run inflation over the period in question and I have
assumed away exchange rate complications.

11 Using standard deviation as a volatility measure, the standard deviation of GDP growth in the 1980s was 4.7, in the 1990s it
was 3.0 and from 2000–05 it was 1.7.

12 EMBI—Emerging Market Bond Index.
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market index was the seventh best performing in the world in 2005, with gains of 60%. Portfolio debt inflows
were also high and the small final figure for this of $204 million reflects the government’s aggressive debt
reduction policy. Brazilian bonds were the 5th best performers, according to investment bank Credit Suisse.

A11. However, the longer-term foreign investment picture, as reflected by FDI, is not as spectacular. FDI
flows surged in the 1990s after the capital account was liberalised. Average annual inflows went from
$2.2 billion between 1990–95 to $24.8 billion between 1996 and 2000. Table 3 shows the evolution of FDI
from 2000–05. Also shown are FDI figures for the other BRICS over the same period. Brazil remains
comparable to some of the other BRICS, but unlike the others, it has seen FDI inflows fall. However,
looking at Table 4 shows that relative to the leading emerging markets, Brazil is still comparable. However,
once again, one must address the issue of decline in inflows at a time where other countries are seeing
significant growth.

Table 3

FDI INTO BRICS COUNTRIES. SCALE: US$ BILLIONS

2000 2001 2002 2003 2004 2005

Brazil 32.7 22.5 16.6 10.1 18.2 15.2
Russia 2.7 2.7 3.5 7.9 15.4 14.6
India 3.6 5.5 5.6 4.6 Unavailable Unavailable
China 38.4 44.2 49.3 47.1 54.9 Unavailable
South Africa 43.5 30.6 29.6 45.8 63.0 Unavailable

Source: IMF.

A12. This is not to say that Brazil has become a worse place to do business, in fact it has made significant
strides, especially in consolidating stability. However, key challenges remain. The poor fiscal structure has
led to a high and increasing tax burden on business (36%ofGDP) andwhen compared toChina’s tax burden
(17% of GDP), it is over twice the size. China, India, Mexico, Russia and Turkey all have lower tax burdens
as a proportion of GDP. This same fiscal structure has put a squeeze on public investment spending and as
a result, the quality of the country’s infrastructure is at risk. Also, comparatively low economic growth is
lowering the country’s desirability as an investment destination, outside of the resources sectors.

A13. As has been made clear above, while Brazil is growing well relative to its own history, it still lags
many “competitors” by quite some margin and stability by itself may not be attractive enough. However,
owing to its sheer economic size, it still compares favourably at the moment, especially when we compare
it to many non-BRICS economies (see Table 4). The country still suVers from high levels of regulation. This
is as much a burden to its own investment as to attracting foreigners in. A recent World Bank study13 rated
Brazil as the 119th easiest place in the world to do business. Particularly weak areas cited were paying taxes,
closing a business and employing workers. However, Brazil was cited as being very good at protecting
investors. The message is clear—despite any problems, Brazil is open and welcomes investment.

Table 4

FDI INTO TOP 10 LEADING EMERGING MARKETS. SCALE: US$ BILLIONS

2000 2001 2002 2003 2004 2005

China 38.4 44.2 49.3 47.1 54.9 Unavailable
Brazil 32.7 22.5 16.6 10.1 18.2 15.2
India 3.6 5.5 5.6 4.6 Unavailable Unavailable
Mexico 17.2 27.5 17.3 12.9 18.2 17.8
Russia 2.7 2.7 3.5 7.9 15.4 14.6
Turkey 1.0 3.3 1.1 1.8 2.7 8.6
Saudi Arabia "1.9 20 ".6 ".6 ".3 "2.4
Poland 9.3 5.7 4.1 4.6 12.9 7.7
Indonesia Unavailable 15.2 31.0 10.3 Unavailable Unavailable
South Africa 43.5 30.6 29.6 45.8 63.0 Unavailable

Source: IMF.

A14. Brazil’s key macroeconomic challenge, which has implications for all aspects of the economy lies
in the quality of its fiscal structure. Challenges remain on the flexibility of government expenditure, as
Brazil’s 1988 constitution has installed a series of unrealistic social guarantees. The two principal challenges
are the indexation of pension payments to final salaries. This means that a pensioner receives 100% of his
final salary and that should the job that he has retired from see an increase in pay, he will have his pay
increased. Thus the eVects of a rise in the minimumwage carries implications for government spending. The
second problem is earmarking of spending. This eVectively guarantees a minimum spend for various areas

13 http://www.doingbusiness.org
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of government. Thus the possibilities for reducing spending are limited. Some of the consequences of this
have been described above. This is the most significant area, where a strong reform agenda can have
extremely beneficial aggregate eVects.

Trade and Energy

A15. Brazil has become much more open to trade over the past few years. Total trade in 2004 was 26%
of GDP, up from around 13% in 1996. The country’s abundance of natural resources have helped it
experience its first period of export led growth in over 20 years. Metallurgical products and Soybeans, meal
and oil accounted for 18% of exports in 2005. The country’s principal imports are machinery, chemicals and
oil. Brazil’s main trading partners are theUS (20%) and the EU (25.2%), and trade with China is also rapidly
growing (5.7% in 2004 up from 2% in 2000). Given the country’s sheer scale, it is somewhat surprising that
it accounts for so little of the UK’s total trade (see Table 5). Of the BRICS countries, it is clearly the lowest.
Brazil is also a leading voice for developing countries in multilateral arenas, such as the WTO. Along with
the EU and US, it is one of the three principal actors in the current round of negotiations.

A16. Within South America, Brazil accounts for one third of the region’s total trade. It is the dominant
trading partner for many countries within the region and the leading nation in the Mercosur/l trading bloc.
At present, it continues to struggle to establish a stable regional trading agreement. This was most notably
seen when the two smaller countries in the bloc, Paraguay andUruguay, announced their unhappiness with
the arrangement and a desire to pursue bilateral agreements with the US. The proposed Free Trade Area
of the Americas was quashed at a heated summit earlier this year, with Brazil among those countries that
voted against the proposed agreement. This reflects its desire to retain its leadership role on economic issues
in the region. Struggling to establish a stable regional trading environment. Benefits from trade very uneven.

Table 5

LEADING EMERGING MARKETS TOTAL TRADE WITH THE UK AS PROPORTIONS OF
UK TOTAL TRADE USING 2004 DATA. SCALE: %

China 3.0
Brazil 0.5
India 1.1
Mexico 0.2
Russia 1.2
Turkey 1.2
Saudi Arabia 0.6
Poland 0.7
Indonesia 0.3
South Africa 1.2

Source: IMF.

A17. One important area where Brazil is having noticeable success is energy. The country is net self
suYcient in oil and this year has struck significant oVshore reserves, which will come on line in the near
future. The partly state owned oil company Petrobras, does not suVer from the under investment problems
that plague Pemex in Mexico or PDVSA in Venezuela. However, Brazil’s self suYciency owes much to its
status as the world’s leading bio-ethanol producer. Most promisingly this area, despite its scale and
eYciency within Brazil, has the potential to expand significantly. This is because it currently has to contend
with high barriers to trade imposed by the US and the EU. In both cases, this is to protect less eYcient
domestic farmers, with powerful lobbies. Should the price of oil continue to rise, the incentives for these
governments to diversify supply may begin to contend with the incentives to stifle trade that currently exist.

Information and Technology

A18. Owing to its high levels of inequality and poverty, Brazil is not as much of a high tech country as
its economic size might suggest. According to the UN,14 research and development expenditure as a
proportion of GDP amounts to 1%. By contrast, theUK spends 1.9% onR&D,Korea spends 2.5%, Turkey
0.7%, Russia 1.2%, China 1.2% and India 0.8%. In terms of patents granted, Brazil also has scope for
improvement. In 2002, patents granted per million residents in Brazil were 4. The UK figure was 88, Korea
was 633, Turkey was 1, Russia 105, China 5 and India none. The problem in Brazil is that despite its world
class universities, many of which are private, spending on quality primary and secondary schooling is
insuYcient to aVect a broad swathe of the population. This despite a fairly favourable 4.3% of GDP spent
on public education. Thus, Brazil still has substantial potential for improvement. The upshot of this is that
aggregate productivity still remains a challenge and has declined since the beginning of the 1980s. The most

14 Figures are for the period 1997–2002.
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recent evidence, up to 2000, does not yet suggest a reversal in this trend. However, the world class
universities and abundant natural resources have meant that Brazil’s science base is growing. Indeed, Brazil
and the UK will be collaborating in a “Year of Science” this and next year.

People

A19. Brazil currently has around 180 million inhabitants. By 2015, this is expected to rise to around
200 million. The country’s population is growing at a healthy rate of around 1.8% per year. Projections are
that it will age, but slowly, with the proportion over 65 in 2015 expected to be around 6.4%. This compares
favourably with projections for China (9.6%), Russia (13.3%), Korea (13.2%) and is about the same as India
(6.2%).Demography is verymuch onBrazil’s side in the future.Rates of urbanisation are already quite high,
with 83% of the population living in urban areas and this is projected to rise to 88.5% by 2015. Brazil also
boasts some of the most populous cities in the world, with Sao Paolo being the fifth largest (20 million
people) and Rio the 19th largest (12.2 million). This obviously throws up challenges as well as opportunities
and cities such as Rio have to deal with very concentrated areas of inequality and poverty. The most famous
example of the latter are the famous “Favelas”, built on many of the city’s hills. The country has a diverse
population, including German, Japanese and Portuguese communities.

A20. There are around 700,000 migrants living in Brazil (about 0.3% of the population). UnoYcially, on
average 100,000Brazilians emigrate each year and around 75,000 foreignersmigrate toBrazil. It is estimated
that there are currently around twomillionBrazilians living abroad.Remittances fromabroad are estimated
to be around $3.5 billion or about 0.5% of GDP. According to the UN, Brazil’s policy attitude towards
migration is generally non-interventionist and the country makes an eVort to integrate new citizens.

Brazil’s Political Economy Going Forward

The domestic situation

A21. The 2002 election of President Lula and his centre-left party, the PT, marked the first shift to the
left in Brazilian politics since democracy was restored in the early 80s. In the months leading up to his
victory, there was a great deal of market instability, leading to spikes in both the exchange rate and Brazil
risk. The source of this was a loss of confidence that, under a centre-left government, Brazil would maintain
fiscal andmonetary discipline. This had been reinforced by campaign speeches by Lula suggesting, amongst
other things, that he would suspend repayments to the IMF.

A22. The reality after nearly four years of PT government is that economic orthodoxy has been
maintained, and even reinforced. Central Bank (de facto) independence has been preserved (even in the face
of stiV opposition). Targets for the primary fiscal surplus have been raised (and then exceeded), and debt
obligations have not only been met, but IMF and Paris Club loans have been repaid early and debt profiles
improved (all to the applause of markets). While growth has been lethargic when compared to other
EmergingMarkets (an average of only 2.6%), it has been a welcome dose of stability to an otherwise volatile
economy.

A23. What we have seen in Brazil is a greater emphasis on social justice goals, carried out by a left-of-
centre leader—without a corresponding increase in economic interventionism. There have been some doses
of nationalism, for example the decision to cancel foreign contracts for two new oil platforms and build
them in Brazil instead, but this has been the exception rather than the norm. The core of Lula’s message has
been job creation, increased incomes (particularly for the poor), and tackling hunger and poverty. Critically,
however, despite the mass appeal of such messages, their realisation has not hinged on economic
intervention, but rather on solid economic policies and subsequent growth (particularly in government
revenues).

A24. As presidential elections come round again in 2006, we should recognise that Brazil is likely to
remain an economic moderate. With 2002’s transition from right to left of the political spectrum, Brazil
showed that it was maturing as a democracy. With its subsequent performance under Lula, it showed that
orthodox market-economics is also taking root. The battleground in 2006’s elections will be on morality
(ie the recent corruption scandals) and government delivery. This reflects the political reality in Brazil that
whatever brand of populism or “leftism” that is peddled on the soapbox, the population prefers stability
and growth to ideological rhetoric.

Regional implications

A25. Brazil has already shown itself to be a moderating force within the region, and every indication is
that it will continue to be into the next presidential term. On an economic level, it has attempted (though
not always with success) to curb the worst excesses of Argentine belligerence with the IFIs. On a political
(and economic level) it has done the same with both Chavez, and more successfully with Morales, with
whom Brazil shares a symbiotic relationship in the production and consumption of natural gas.
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A26. Brazil is the dominant economic force in the region (the state of Sao Paulo alone is bigger than any
other South American economy). Although it is a major exporter of commodities, it also has a diversified
manufacturing base, which is increasingly looking to the export market for growth. It is in Brazil’s long-
term strategic interests to promote stability in the region (both economic and political). Such a policy is good
for growth in the region as a whole, and in Brazil in particular.

A27. Brazil oVers many in the region an economic third-way between outright populism or “leftism” in
the Chavez or Castro mould (which in any case is not possible for most economies in the region, lacking
suYcient resources or backers), and full-blooded capitalism embodied by the US (politically unacceptable).
In political terms, Brazil will continue to search for a middle road with the “bete-noires” of the region as
pragmatism demands. In economic terms, however, the evidence is clear that they want to do business in
an open market economy, but at the same time, that social justice goals will not be ignored. The fact that
BNDES (the State Development Bank) has invested in both Peru and Bolivia in recent years to expand
Brazilian export opportunities reinforces this trend on a regional level.

A28. Brazil in 2007, and for the foreseeable future, will likely be a very familiar place. It will be open for
business and trade, but bogged down with bureaucracy and outdated legislation that hamper the realisation
of its full potential. It is, along with Chile, one of the most mature economies and democracies in Latin
America, despite its relative youth, with every indication that it is on the right track. Brazil is a reminder
that development in the region is a process, and within that process, Brazil remains the strongest engine
for change.

ANNEX B

EU-MERCOSUR NEGOTIATIONS

B1. Negotiations for an inter-regional Association Agreement between the EU and Mercosur (Brazil,
Argentina, Paraguay, Uruguay) began in November 1999. Venezuela joined Mercosur as a full member on
4 July 2006. The agreement under negotiation aims at establishing a comprehensive and balanced political
and economic partnership between the two regions, going beyond the respective obligations in the WTO.
It covers three pillars: a political dialogue, a co-operation pillar and a trade chapter. The trade negotiations
aim to create a free trade area between the regions covering goods, services, investment and public
procurement, as well as rules and disciplines for all sectors subject to negotiations.

B2. The political and co-operation chapters are almost concluded, but negotiations have been stalled
since October 2004 pending progress on the trade dossiers. The trade oVers put on the table to date have
not reached the degree of ambition that both parties expect from this agreement. This is principally due to
both parties awaiting the outcome of the Doha Round before pressing for further negotiations. With Brazil
about to take over the Chair of Mercosur the DDA remains the “only game in town” though this may
change depending on the future course of DDA negotiations which are currently in suspension. There is no
clarity over when the situation may become clearer.

B3. Agriculture remains the key to the agreement, with Mercosur (Brazil and Argentina) concerned at
the continued protection of some Mediterranean Member States. This will not be resolved entirely in the
EU-Mercosur negotiations, and will depend on the market access achieved through the DDA. Conversely,
Mercosur will need to increase their level of ambition in NAMA and services liberalisation to attract the
concessions they are looking for from the EU. It remains to be seen whether the political will exists on either
side to make the concessions required to move the negotiations forward.

B4. At the EU-Latin America (EU-LAC) Summit, held in Vienna on 11–13 May 2006, EU-Mercosur
Ministers reaYrmed the strategic priority they attach to concluding an ambitious and balanced Association
Agreement as an instrument to reinforce political, economic, trade and cooperation relations and to
contribute to the reduction of existing socio-economic disparities.

B5. The Parties supported the further advance of discussions with the aim of convening a new meeting
of trade negotiators at Ministerial level, and stressed the importance of high-level contacts between senior
business representatives of the two regions, encouraging continued dialogue between the EU andMercosur.
While at the Vienna EU-LAC Summit there had been a good range of political discussions with Mercosur,
and general discussion on the nature of trade negotiations nothing specific had been discussed due to on-
going negotiations in the DDA.Mercosur had put great emphasis on the need for asymmetric negotiations.
We now await the outcome of the DDA before it is possible to make any further substantive progress.
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ANNEX C

BRAZIL TRADE AND INVESTMENT

Table 1

SUMMARY OF UK BRAZIL TRADE

UK Trade in Goods % Change
£ million 2001 2002 2003 2004 2005 2004–05

UK Imports from Brazil 1,328 1,415 1,512 1,581 1,771 12.0%
UK Exports to Brazil 814 888 829 792 840 6.1%

UK Trade in Goods Jan–May Jan–May
£ million 2005 2006

UK Imports from Brazil 665 745
UK Exports to Brazil 293 348

Source: DTI SPA Statistic and Analysis based on data from HM Customs. Date 8 August 2006.

UK Trade in Services % Change
£ million 2001 2002 2003 2004 2005 2004–05

UK Imports from Brazil 231 251 176 219 263 20.1
UK Exports to Brazil 382 313 326 307 353 15.0

Source: The Pink Book 2006. Table 2

EU TRADE IN GOODS WITH BRAZIL 2003–05

Exports

US$ Millions—ranked by 2005 values

EU Exports to Brazil
Rank Country 2003 2004 2005

1 Germany 4,629 5,758 6,702
2 France 1,866 2,288 2,849
3 Italy 1,825 2,237 2,521
4 UK 1,347 1,439 1,519
5 Belgium 888 1,248 1,394
6 Spain 981 1,336 1,239
7 Netherlands 670 808 933
8 Sweden 541 704 754
9 Austria 226 301 402
10 Finland 244 390 298
11 Denmark 175 214 254
12 Portugal 146 192 220
13 Czech Republic 52 96 183
14 Ireland 160 187 182
15 Poland 100 115 134
16 Hungary 64 99 92
17 Luxembourg 9 31 49
18 Greece 24 29 28
19 Slovakia 7 14 25
20 Malta 15 6 15
21 Slovenia 8 14 15
22 Estonia 6 10 15
23 Lithuania 0 0 1
24 Latvia 0 0 1
25 Cyprus 0 0 0

EU25 Total 13,730 17,420 19,824
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Table 3

EU TRADE IN GOODS WITH BRAZIL 2003–05

Imports

US$ Millions—ranked by 2005 values

£ Millions 2004 2005 Jan–June
2006

UK exports 178.68 168.90 106.8
UK imports 272.18 290.89 170.4
Balance "93.5 "121.99 "63.60

EU Imports from Brazil
Rank Country 2003 2004 2005

1 Germany 3,399 4,252 5,441
2 Netherlands 3,810 4,973 5,115
3 Italy 2,437 3,314 3,564
4 UK 2,529 2,911 3,206
5 France 2,613 2,806 3,090
6 Spain 1,843 2,300 2,443
7 Belgium 1,902 1,981 2,056
8 Portugal 746 1,063 1,220
9 Sweden 288 449 479
10 Finland 214 255 407
11 Greece 136 332 294
12 Poland 240 396 275
13 Ireland 205 248 218
14 Hungary 277 224 213
15 Denmark 127 178 205
16 Austria 119 210 167
17 Slovenia 71 69 115
18 Cyprus 19 58 113
19 Czech Republic 133 144 108
20 Luxembourg 13 28 58
21 Slovakia 60 53 33
22 Lithuania 16 11 21
23 Estonia 9 15 21
24 Malta 8 18 13
25 Latvia 6 9 8

EU25 Total 20,382 25,821 28,885

Table 4

NON-EU TRADE IN GOODS WITH BRAZIL 2003–05

Exports

US$ Millions—ranked by 2005 values (Countries with over $100 million exports to Brazil in 2005)

Non-EU Exports to Brazil
Rank Country 2003 2004 2005

1 US 9,727 11,519 15,346
2 Argentina 4,573 5,572 6,367
3 China 2,148 3,710 4,828
4 Nigeria 1,493 3,499 4,760
5 Japan 2,521 2,868 2,713
6 Algeria 1,114 1,935 2,632
7 Korea 1,079 1,730 1,976
8 Chile 798 1,390 1,740
9 Saudi Arabia 888 1,232 1,676
10 Hong Kong 250 337 1,006
11 Canada 749 866 893
12 Singapore 415 425 847
13 Bolivia 520 714 815



3703271023 Page Type [E] 11-07-07 22:17:48 Pag Table: COENEW PPSysB Unit: PAG1

Ev 112 Trade and Industry Committee: Evidence

Non-EU Exports to Brazil
Rank Country 2003 2004 2005

14 Mexico 533 704 804
15 Australia 293 374 643
16 India 486 556 635
17 Russia 555 808 606
18 Uruguay 538 523 597
19 Malaysia 444 515 589
20 Iraq 280 473 544
21 Israel 318 494 538
22 Indonesia 319 370 503
23 Peru 234 349 457
24 Thailand 261 440 454
25 Paraguay 475 298 340
26 South Africa 202 268 306
27 Venezuela 276 200 271
28 Belarus 91 225 257
29 Ukraine 163 206 235
30 Philippines 241 209 193
31 Colombia 99 147 168
32 Turkey 58 76 103

Table 5

NON-EU TRADE IN GOODS WITH BRAZIL 2003–05

Imports

US$ Millions—ranked by 2005 values (Countries with over $100 million imports from Brazil in 2005)

Non-EU Imports from Brazil
Rank Country 2003 2004 2005

1 US 39,289 48,848 23,837
2 China 4,533 5,440 9,074
3 Argentina 4,561 7,373 8,424
4 Mexico 2,741 3,948 4,510
5 Japan 2,311 2,768 4,004
6 Chile 1,880 2,546 3,430
7 Canada 978 1,199 2,603
8 Russia 1,500 1,658 2,179
9 Venezuela 606 1,465 1,865
10 Korea 1,223 1,429 1,633
11 Iran 869 1,133 1,442
12 Colombia 749 1,038 1,186
13 South Africa 733 1,036 1,184
14 Saudi Arabia 673 826 1,052
15 Thailand 416 648 981
16 Peru 488 631 958
17 Paraguay 707 872 948
18 UAE 551 707 900
19 Hong Kong 694 768 838
20 Uruguay 404 667 762
21 India 553 652 744
22 Egypt 462 623 712
23 Singapore 338 571 648
24 Nigeria 470 505 643
25 Trinidad and Tobago 223 538 615
26 Ecuador 355 493 563
27 The Bahamas 391 488 557
28 Australia 305 368 550
29 Turkey 337 453 548
30 Indonesia 323 383 487
31 Bolivia 360 535 467
32 Algeria 154 349 444
33 Angola 235 357 408
34 Costa Rica 211 356 407
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Non-EU Imports from Brazil
Rank Country 2003 2004 2005

35 Morocco 226 369 399
36 Romania 246 314 331
37 Malaysia 225 283 323
38 Dominican Republic 226 268 306
39 Guatemala 164 253 289
40 Philippines 117 243 277
41 Panama 183 214 245
42 Israel 187 213 215
43 Ukraine 93 183 210
44 Ghana 57 105 194
45 North Korea 74 170 194
46 Syria 67 161 184
47 Bulgaria 86 160 183
48 Kuwait 74 128 163
49 El Salvador 87 137 157
50 Cuba 70 132 151
51 Libya 53 116 148
52 Yemen 105 118 135
53 Jamaica 84 115 132
54 Tunisia 56 113 129
55 Bahrain 71 103 118
56 Pakistan 46 98 111
57 Croatia 57 70 111
58 Honduras 72 90 103
59 Lebanon 55 90 102

Table 6

EU25 FOREIGN DIRECT INVESTMENT IN BRAZIL—END 2003

Stock Level at Year End

Rank Country US$ millions

1 France 5,583
2 Netherlands 5,432
3 Germany 4,016
4 UK 3,415
5 Italy 3,193
6 Portugal 3,033
7 Luxembourg 713
8 Denmark 388
9 Finland 114
10 Austria 76
11 Czech Republic 32
12 Poland 1
13 Slovenia 1
14 Estonia 0
15 Greece 0
16 Cyprus 0
17 Latvia 0
18 Hungary 0
19 Slovakia 0
20 Belgium Not available

EU 25 Total (1) 54,269

Notes: Data for Spain, Ireland, Lithuania, Malta and Sweden is disclosive ie confidential and cannot
be released.

(1) Total includes disclosive data.

Source: Eurostat New Cronos Database.
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ANNEX E

BARRIERS TO TRADE AND INVESTMENT IN BRAZIL

Excessive Bureaucracy and Regulation

E1. There are further obstacles to overcome in terms of the regulatory framework and the complex
bureaucracy, that impact on companies at municipal, state and federal levels adding up to a bewildering
array of rules, regulations and paperwork that can quickly swamp the unwary or ill-prepared exporter or
investor. That these same bureaucratic hurdles apparently aZict Brazilian companies does create a level
playing field since there are well established methods (indeed whole industries dedicated to identifying and
facilitating these methods) of navigating the bureaucracy without drowning in it. These work-arounds do
not generally rely on corrupt or illegal practices, instead they are established ways through the tangle of
bureaucracy that the better local companies have mapped out. Knowledge of how to operate these “little
ways” is one of the reasons that exporters must have the right local representation if they are to operate
eVectively in Brazil.

E2. In many cases the regulatory agencies are essentially competent but unable to keep pace with
demand. This creates vast backlogs that can delay the introduction of novel goods and services for months
or even years. These problems are exacerbated when over stretched staV in these agencies take industrial
action thereby shutting down operations for weeks or months at a time and extending the backlog further.

Complex Tax Issues

E3. Brazil has one of the most complex taxation systems in the world, a conservative estimate puts the
number of taxes that most companies need to understand and comply with at 75. To attempt to comply
correctly with such a system requires enormous inputs of managerial time and considerable investment in
specialist tax consultancy. It also opens the way for rent seeking and other corrupt practices that damage
the competitiveness of businesses. Foreign companies established in Brazil are required to pay taxation on
their world-wide income (as are Brazilian firms) without a double taxation agreement this seriously damages
the viability of investments.

IPR Issues, Patent Processing

E4. In principle Brazil has a sound IPR and patent system that does not discriminate unduly against
foreign companies. However, the eVectiveness and impartiality of enforcement is variable and any legal
processes will be both protracted and costly.

Employment Law

E5. The labour law provides for very strong protections for employees both for terms and conditions of
service and for social provision. This means that on average an employer must pay 100% of an employee’s
salary in social costs and taxes. The result is reluctance, on the part of Brazilian industry, to formally employ
people (allowing them to drastically reduce their overheads but removing any protection for their
workforce). Foreign companies cannot operate in the grey economy in this way (as it would in some cases
be illegal and inmost cases would contravene corporate social responsibility standards) but this can damage
foreign firms’ competitiveness.

Tariffs, and Customs

E6. The tariV system still bears some of the hallmarks of the pre-reform protectionism for example:

— Import duties are relatively high under the common tariV system of the Mercosul trading block.

— Two diVerent VAT taxes, called IPI and ICMS are incurred on all goods, including imports.

— To complicate things, IPI can vary from State to State.

— ICMS is up to 18%.

— In 2004, the government added two further taxes to imported goods, namely PIS and COFINS,
which increased the burden by a further 9.25%.

E7. Products arriving in Brazil face high port costs, ineYcient ports, strikes by port workers/customs and
federal police, corruption and bureaucratic barriers. Paperwork must be 100% correct or serious problems
will arise.
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Services Liberalisation

E8. UK service suppliers face a number of market access barriers to the Brazilian market. In summary,
Brazil maintains a number of restrictions on cross-border supply of services, on the ability of UK service
providers to establish a commercial presence in Brazil, and for UK service professionals seeking temporary
access into the Brazilian market.

E9. Services liberalisation is a diYcult issue for Brazil. Previous attempts by the Government to push
through the ratification of WTO agreements on financial services and telecommunications have been
rejected by Congress. The Government’s weak hold on Congress has meant that attempts to liberalise—
through amending existing laws or regulations—have been resisted. Therefore, Brazil can be expected to
move only very cautiously.

ANNEX F

SECTOR PRIORITIES HIGHLIGHTED IN THE TRADE AND INDUSTRY SELECT
COMMITTEE’S CALL FOR EVIDENCE

UKTI Sector Summaries

F1. Aerospace

F1.1 Brazil has the fourth largest Aerospace Manufacturer in the world—Embraer—which is the main
playerwithin the BrazilianAerospace Industry. Embraer is responsible for the employment of 17,000 people
worldwide and is indirectly responsible for supporting employment for 150,000 Brazilians. Some 200
Brazilian SMEs have more than 80% of their turnover with Embraer. Embraer’s order books are healthy
with nearly US$11 billion of orders in September 2005, thanks to the successful range of regional jets, the
170/195 series. 148 jets were delivered in 2004 when turnover was RS10.2 billion (US$4.6 billion at exchange
rate of August 2006, R$2.2 to US$1) with 101 jets delivered to September 2005 for turnover of R$6.4 billion
(US$2.9 billion). The new range of small business jets for up to nine passengers, the Phenom, is also
selling well.

F1.2 Brazil also has a healthy small aircraft sector covering agriculture. It has the second largest fleet of
Air Taxis in the world and ranks seventh in terms of helicopters flying in market.

F1.3 The Brazilian market forms a small part of Embraer’s turnover, some US$300 million. Brazilian
operators have not invested in Embraer products because they do not receive the same benefits of import
tax exemption as for exported aeroplanes.

F1.4 Embraer has strategic alliances with a European group made up of Dassault, EADS, SNECMA
and Thales this group owning 20% of ordinary shares of Embraer.

F1.5 Risk share partners for Embraer are Kawasaki, Sonaca, Latecoere, Gamesa, Honeywell, Hamilton
Sundstrand, C&D, Liebherr and Parker. There are noUK companies involved as risk sharing partners with
Embraer, although GKN has a small factory in Brazil supplying aeroplane windows.

F1.6 The Brazilian Government are pursuing an agenda of increasing the local content of Embraer’s
future aircraft. However the industry in Brazil is not yet in a position to support Embraer at the volume,
technological or quality level’s necessary. However, two new investments have been made in 2006 with
Liebherr and Firstwave opening new factories.

F1.7 There are significant barriers to trade and investment in Brazil (see Annex E) which adds significant
costs to selling into and to setting up in business in Brazil for Aerospace companies. Only companies long
embedded into the Embraer supply chain (such as Sonaca of Belgium or Gamesa of Spain) seem inclined
to respond to the localisation agenda and then at minimum levels possible. Kawasaki recently withdrew
from wing manufacture in Brazil, handing this back to Embraer themselves.

Recent UKTI Activity

F1.8 UKTI organised a series of Seminars in the UK in February 2005 to make UK companies aware
of the changes to the policies of the Brazilian government and how this might impact on Embraer. Embraer,
the Brazilian Government and BNDES took part in seminars held in London and in Warrington. Over 50
UK companies attended. UKTI followed up this with a mission into Brazil—only four companies engaged
in a programme which gave access to Embraer, BNDES and introduced UK companies to indigenous
companies already in the Brazilian supply chain and European companies who had invested in Brazil as a
result of the localisation agenda of the Brazilian government. The mission took place in October 2005. As
a result of the low take up to a very structured mission, the UKTI Aerospace Sector Advisory Group
demoted Brazil from being a priority sector for Aerospace in November 2005.
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Future UKTI Strategy for the Sector

F1.9 The UKTI Aerospace Sector Team hold a watching brief on developments in market and support
initiatives by the overseas team to introduce UK and Brazilian companies one to another were reasonable
opportunities arise. four Brazilian companies had UKTI sponsored visits to the UK in July 2006 for the
Farnborough Airshow. A programme of one to one meetings with UK companies was arranged. The
Aerospace Sector Team will, with support from Post, monitor the level of business generated from these
meetings and will review the priority given to Brazil at the next Sector Advisory Group Meeting.

F1.10 The Aerospace Sector should benefit from exposure given and initiatives developed through the
JETCO process. The Aerospace Sector Team will support JETCO as required.

F2. Financial services

F2.1 Brazil has a large and, in many respects, sophisticated financial services sector. Structure, patterns
of ownership and the degree of foreign penetration vary from industry to industry. The country operates a
relatively open market for Financial Services, although with restrictions in areas such as legal services and
insurance. There is also great potential for UK businesses in light of expansion and liberalisation processes
taking place.

F2.2 Most multinational players already have a presence in the market. But there is room for new
entrants, particularly those oVering new or innovative products.

F2.3 TheUKpresence in financial services is strong but generally confined to the big players in industries
such as banking, accountancy, consultancy and legal services. However, there is an increased demand for
specialised service providers in various areas of the Financial Services industry, which UK companies are
well placed to benefit from.

F2.4 The main barrier and diYculties for UK companies entering this market is the legislation and
international competition. Legislation is sometimes restrictive (although changing) and the main
international players are already present in the market.

Opportunities

F2.5 Financial Services has been identified as aUKTI priority sector in Brazil andwe have good contacts
with UK stakeholders.

F2.6 In addition, the expertise available in the UK financial services industry is highly valued in Brazil
and there has been a significant increase of interest in British companies from Brazilian private and public
contacts. Main areas of interest are: PPP; Legal Services; Reinsurance and Carbon Trading, although we
receive a good number of enquiries in other niche or specific expertise areas.

PPP

F2.7 The Brazilian government is committed to using Public Private Partnerships to address State under-
investment in essential infrastructure. There is strong interest in PPP/PFI techniques and expertise, and the
UK is seen as the key point of reference and a potential co-operation partner.

F2.8 The UK has played an important role in guiding the Federal Government’s thinking on PPPs- with
PPP seminars, and a series of visits to and from the UK. We are working now on a PPP mission of state
delegates in October 2006.

F2.9 Brazil’s Ministry of Planning has appointed IFC and CAF to help BNDES through this process
and the UK law firm, Linklaters, was awarded a legal advisory contract to help the first pilot projects oV

the ground.

Legal Services

F2.10 The market is regulated by the Brazilian Bar Association (OAB) and is still restricts foreign
practitioners. Barriers include restrictions on foreign firms entering into multi-jurisdictional partnerships
with Brazilian qualified lawyers. Under Brazilian immigration rules, foreign firms also have to employ two
Brazilian citizens for each foreign employee, and maintain fixed minimum salary ratios between Brazilian
and foreign employees.

F2.11 A number of law firms, however, have set up in London and vice-versa. As Brazil expands its trade
with the EU and the rest of the world there will be greater work involving legal services. British law firms
established in Brazil are confident about future opportunities.

F2.12 Four English firms have oYces in Brazil (CliVord Chance, Linklaters, Richards Butler and
Beaumont& Son) and others are looking closely at the business case for breaking intowhat is a largemarket
in the oil, energy, banking, reinsurance, carbon trading and PPP sectors.
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F2.13 Recently the Law Society and the Brazilian Bar Association (OAB) signed a friendship agreement
and initiated a promising relationship with a number of joint seminars and an exchange programme
benefiting young lawyers interested in studying and working in both countries.

Reinsurance

F2.14 The reinsurance is a US$1 billion/year business and is still a government monopoly.

F2.15 The much anticipated de-regulation of the industry through the break of the reinsurance
monopoly of the Instituto de Resseguros do Brasil (IRB) is progressing and the bill opening the reinsurance
market for other national and international re-insurers is currently under consideration by Congress.

F2.16 The proposed legislation to open the reinsurance market in Brazil recognises the unique status of
Lloyd’s and its syndicates.

Carbon Trading

F2.17 Brazil is a world leader in terms of carbon credits with positive prospects of growth. It lacks,
however, internationally experienced companies to take projects forward. Brazilian authorities still need to
define some issues that cause uncertainties about this market (including the taxes that must be imposed on
Certified Emission Reductions and its accounting in the companies’ balance sheets). But we are working
now to promote the UK’s strong network of organisations with the relevant expertise.

London Listing

F2.18 Promotion of the London Stock Exchange and particularly the AIM could encourage local
businesses to view London as a viable alternative to New York. Three years after their last visit to the
market, LSE is again looking at opportunities in Brazil and will visit the country in September 2006.

Conclusions

F2.19 Winning business in the Financial Services sector in Brazil is a long term project.

F2.20 Brazilian contacts from both private and public sectors are aware of the UK’s strengths in areas
of synergy (Brazilian demand and UK expertise) where there is growing interest and great potential for
business. The experience available in the UK is acknowledge as top class and much valued, however UK
companies have to overcome obstacles, mainly legislation and bureaucracy in order to take full advantage
of the opportunities available.

Outcomes of UKTI Work in theMarket

F2.21 We have been active in promoting seminars, events, round tables and a number of other activities
focusing in assisting UK companies in establishing good contacts with Brazilian counterparts envisaging
concrete business opportunities. Activities generated by the UKTI team have contributed to positive
outcomes in diVerent areas.

F2.22 Law Society and OAB signed a friendship agreement and launched a two way young lawyers
exchange programme (six month duration each round). The first round of the programme with Brazilian
lawyers in the UK has ended this year with a very successful outcome.

F2.23 KPMG was contracted by the Minas Gerais government to assist on the modelling of the first
PPP project.

F2.24 Linklaters was chosen by the Brazilian government (BNDES ! Planning Ministry) to provide
legal assistance on the first federal PPP pilot projects.

F2.25 BNDES and the Planning Ministry have expressed formal interest to have PUK on board as PPP
consultant for the federal pilot projects, after the end of a successful three month “help desk” service
sponsored by Embassy and GOF. Brazilian government considers the UK as the single most important
source of information in PPP.

F2.26 Three Brazilian delegates attended the two week PPP masterclass promoted by PUK in London,
leading to a full PPP mission with states oYcials that have expressed interest to learn from the UK
experience. The five day mission, to take place in October, is comprised of five delegates from leading states
in PPP in Brazil with particular interest to create links with UK companies to provide them the necessary
assistance during the process of implementing the projects.

F2.27 For the first time a Brazilian oYcial from the Treasury went on an six month attachment scheme
to PUK in London to have a practical experience with PPP. She is back inBrazil where her experience is very
valued and will generate further benefits to UK companies in terms of providing specific services as needed.
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F3. ICT

F3.1 Total revenue of the IT, telecoms and electronics industries in Brazil in 2005 was R$93.95 billion
(US$23 billion), growth of 8% adjusted for inflation. IT manufacturing represented 25% of the total. Brazil
manufactures a large number of PCs, printers, telephones and other hardware, mainly on assembly lines,
especially in the Free Trade Zone of Manaus and Sao Paulo State.

F3.2 Brazil’s components industry was hit in the early 1990s by the end of protectionism but Brazil has
technology in modems, optoelectronics, banking and industrial automation, software, and technology
linked to sectors such as aerospace, oil and gas, agriculture, mining and automotive.

F3.3 The sector is held back by heavy taxation, high interest rates, high distribution costs, illegal trading
and software piracy.

F3.4 Brazil is dependent on imported IT and electronics technology, particularly in leading-edge
technology, software and components. 2005 imports from South-East Asia were up 34% on 2004,
representing over 60% of imports in the sector. Imports of electronic components are the main burden on
the trade balance.

F3.5 Technology sectors are dominated by the multinational giants such as Dell, Microsoft, IBM,
Motorola and Ericsson. These five have also set up research and development bases in Brazil.

F3.6 Production is driven partly by the expansion of the telecommunications sector. There were 91
million mobile phones in use by June 2006 and growth has been rapid. Brazilian operators have installed
Edge and are looking at 3G for the near future.

F3.7 The IT Law introduced in 1999, to reduce dependency on imports, provides tax and financing
incentives for investments in electronics manufacturing. A government priority is to bring in semiconductor
and other components manufacturers. The government has announced plans to provide special tax and
financing incentives to the semiconductor sector, in an eVort to boost the rest of the components and
equipment manufacturing industries.

F3.8 With the choice of the Japanese system for Digital TV, the government hopes that hardware, such
as TVs and set-top boxes, will be made in Brazil. The government estimates that Digital TV will generate
revenue of R$100 billion (US$45.5 billion) in 10 years.

F3.9 Software is included in the IT Law and development is boosted by government incentives in many
States. Brazil has a double taxation agreement with the US but not with the UK.

F3.10 Industry is increasing investment in IT. The growth sectors of the Brazilian SCS market match
areas where UK companies have traditionally been strong: banking and finance; telecoms; oil and gas;
education; training; e-government.

F3.11 The successful Science Parks and business-based R&D foundations such as Cesar and CPQD
represent opportunities for partnership in technology and new product development.

F3.12 FewUK companies are present in ICT but they includeNational Grid (Intelig telecoms operator),
BT, Logica CMG and telecoms software suppliers such as One World Interactive and Intec.

Recent UKTI Activity

F3.13 Brazilian delegates participated in the UKTI Inward mission and Business to Business event to
Technology World in May 2006.

F3.14 Participation in the UKTI programme supporting UK companies at Cebit, Germany in March
2006.

F3.15 A relationship has been developed between UKTI, the Science and Innovation section and
Brazilian business-based research and development foundation (CESAR) to explore areas for co-operation,
involving visits to the UK to meet both R&D and business contacts.

F3.16 Co-operation with Global Watch on research into the games software market in Brazil.

Future UKTI Strategy for the Sector

F3.17 A telecomsmission is in preparation for UK companies to visit the Futurecom telecoms exhibition
in October 2006 as well as meeting operators in Sao Paulo and Rio de Janeiro.

F3.18 Inward games software mission to visit the UK late 2006.

F3.19 Inward mission of Brazilian software companies to UK early 2007.

F3.20 Participation in UKTI programme of support to UK companies at 3GSM 2007 in Barcelona.

F3.21 Ongoing co-operation with S&I on CESAR initiative.
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F4. Life Sciences

F4.1 The biotechnology sector in Brazil currently brings together over 300 companies. The industry has
an estimated annual turnover of US$4 billion—or 1.5% of country’s GDP. It is a young industry: 50% are
start-ups or have been in business for less than seven years. It employs almost 30,000 people.

F4.2 Within the past two decades, Brazil has built on its very strong academic base and made significant
advances across the various biotech sub-sectors, and has clearly established a world presence.

F4.3 Brazil has an active science park/incubator movement, similar to that in place in the UK. 80% of
companies and universities are based in the Southeast region, mainly São Paulo, Minas Gerais and Rio de
Janeiro. Brazil hosts three world-class Biotech research centres:

— Fiocruz, leading pharmaceuticals, vaccines and diagnostic research and manufacturing
complex—also WHO accredited yellow fever vaccine supplier.

— Instituto Butantan, producer of serums and vaccines.

— Embrapa, Brazilian agricultural research company.

F4.4 Brazil is promoting the Biotechnology sector to stimulate industrial development. The Federal
Government has increased the biotechnology sector budget by 180%, it is continuously improving its policy
concerning foreign capital investment, simplifying its regulations for goods and services, and facilitating
imports of equipment.

F4.5 The USA, France, Germany, and UK account for 60% of all international co-operation
biotechnology projects. There is little regional (Latin American) co-operation in biotechnology, except for
a long-standing agreement with Argentina. However, Brazil is the region’s main education and training
supplier. Most international co-operation projects aim at basic research, mainly those with the USA, but
an increasing number of Technology Development projects have been agreed, notably with countries like
Japan, Canada and recently with India, Israel and Cuba.

F4.6 Brazil has a large pharmaceutical market (the 11th largest in the world—2005 IMS Health data),
attracting multinational pharmaceutical companies, such as GlaxoSmithKline (London, UK), Roche
(Basel, Switzerland) and Sanofi-Aventis (Strasbourg, France). The industry brings together more than 300
companies, including subsidiaries of most major multinational pharmaceutical laboratories and a large
local industry. Of their combined products, 26% are for the health care market and the rest are for
agricultural, environmental and industrial fields.

F4.7 Generic drugs account formore than 13% of the volume ofmedicines sold and 10%of the industry’s
turnover, approximately US$600 million. The best sellers are antibiotics, anti-inflammatory, and pain
relievers. IMSHealth reported that in the 12-month period leading up to February 2005, sales through retail
pharmacies in Brazil rose by 19%, surpassing the 9% increase seen in Mexico and 13% rise in Argentina.

F4.8 Approximately 80% of the units commercialised in Brazil are manufactured in the country.
Brazilian companies account for 74.6% of the sales in this market. Indian companies come second, with
10.3% share, followed by the Germans (4.7%), Swiss (4.6%), American (3.8%) and Canadian (2%). (2005
Pro Genericos)

F4.9 Brazil is signatory to Trade Related Aspects of Intellectual Property Rights (TRIPS) and in 1996
enacted a new Trademark and Patent law, which follows international standards and general guidelines
established by TRIPS. This has encouraged substantial investment in the country, both in the construction
of new manufacturing facilities and in Research & Development in the Pharmaceutical and Biotechnology
industries. However, there are still pending concerns regarding Brazil’s Intellectual Property law, such as
compulsory licensing in cases of national emergency and the requirement of prior approval from sanitary
authorities for pharmaceutical patent applications, that particularly concern the research-based companies.

F4.10 The genetics segment, worth US$717 billion in 2005, is much more consolidated, with only five
local companies accounting for 75% of the market, and numerous foreign players trying to get their share.

F4.11 The regulatory framework has considerably improved and makes Brazil a preferred gateway to
other Latin American markets.

— The 1996 Intellectual Property LawnowRecognises the Patentability of Pharmaceutical Products.

— The 2005 Innovation law supports public-private partnerships in research.

— The 2005 Tax law will give more dynamism to private investments.

— The 2005 Biosafety law regulates biotech activities.

— Drug approval requirements are of the highest standard.

F4.12 These new laws will support local and foreign investments and enhance Brazil’s business
environment.

F4.13 The best opportunities for partnerships are:

— In Vaccines: R&D collaborations in new vaccines formulation, and building on the Brazilian
expertise for expansion of manufacturing capabilities for lower margin vaccines for exportation,
supported by UK Private investments.
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— In Genetics: bringing primary manufacturing and APIs capabilities to Brazil to tackle a huge and
growing market. Increase of manufacturing capabilities for exportation.

F4.14 Additionally, collaborations for clinical trials and new drug discovery for high quality products,
based on biodiversity, are of great interest. Investing in R&D and not only production can achieve products
with higher value.

F4.15 To make these collaborations happen, on the Brazilian side, there is a call for:

— Increased communication about Brazilian research.

— Programs to identify the best university research programs and to organize technology visits in the
UK, to make contacts with local firms.

— Communicating about the local market requirements and its potential.

— Developing private research.

— Identifying win-win mechanisms for partnerships between public and private companies in higher
margin products that do not fit the Ministry of Health requirements.

F4.16 On the UK side, there is a need to:

— Communicate to UK industrial players the changes in Brazil.

— Raise awareness about opportunities, collaborations and partnerships in Brazil.

— Send representatives of some UK SMEs to Brazil to realize the potentialities of the country to
improve their perception. Forging contacts in Brazil is of prime importance, as a local partner is
required to give transparency to the collaborative process.

— Engage as much as possible with the Brazilian government to help market requirements and
regulations move in the right direction, as well as suggest the most necessary improvements.

— The UK can bring its culture of business and risk capital.

UKTI Activity

F4.17 UKTI is undertaking a number of trade and investment activities. In 2005 we sponsored a
Biotechnology Scoping Mission to Brazil. After spending almost three weeks and visiting five cities, the
researchers produced a very favourable report that was the basis for our proposed activities in 2006–07.

F4.18 Brazilian companies are participating in UKTI Biotechnology Business Exchange which will take
place in London in October. We expect to have a group of at least three companies that will attend the
partnering meeting and a Brazil Seminar sponsored by IATC in Cambridge before Bio Brasil.

F4.19 Brazil Seminar—International Agriculture Technology Cemtre (IATC) is organising a “Doing
Business withBrazil” seminar in Cambridgewhichwill have a biotech element to it. This seminarwill inform
UK companies about the many opportunities in Brazil. We hope that this will raise UK companies
awareness about Brazil.

F4.20 Bio Brasil—We are sponsoring a Trade Mission to Brazil in October. Companies will attend Bio
Brasil, the largest biotechnology conference/trade show in Latin America and will continue their
programme in Sao Paulo, with a series of visits to companies in the region. Bio Products Laboratory will
be among the guest speakers at the Bio Brazil Conference and at the IV Healthcare Seminar organised by
the British Chamber of Industry, in Sao Paulo.

F5. Oil and Gas

F5.1 The monopoly of the state-controlled oil company, Petrobras, was ended in 1997 but it remains
dominant in the market (Shell became the first foreign company to produce oil in 2003, in partnership with
Petrobras). The government retains 40% of Petrobras stock, including a controlling share. Although the
company is run mainly along commercial lines, the active influence of the government is clear; for instance,
retail prices of fuel and other oil products are held below world market prices and Petrobras is directly
involved in some social assistance programmes. The company plans to invest US$ 87.1 billion under its
2007–11 business plan, creating important opportunities for providers of services and supplies.

F5.2 Despite a steady growth in demand, natural gas still accounts for only 7% of national energy use;
the government wants to increase this to 12% by 2010. Brazil remains heavily dependent on gas imported
from Bolivia which accounts for 60% of the gas sold by the distribution companies. The largest distribution
company in Brazil, Comgas in São Paulo (owned by BG Group and Shell) came close to seeing supplies
interrupted in June 2005 at the height of the Bolivian political crisis, when protesters in favour of
nationalisation of the gas industry blocked access to production facilities in Bolivia. The Bolivian
government resisted the calls for nationalisation but imposed an increase in production tax, from 18% to
50%, in contravention of existing contracts. With support from our Embassies in Brasilia and La Paz, BG
Group have worked closely with Petrobras and the Brazilian government to deal with the crisis. Rapid
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development of new oVshore gas fields to increase domestic production and reduce dependency on Bolivia
is a top priority for the Brazilian government. BG Group are drilling in four fields, in partnership with
Petrobras and other international operators.

F5.3 The government is drawing up proposals for a new gas regulatory framework, which is expected to
increase transparency and define the limits for Petrobras’ dominant role. The absence of a clear framework
has been a barrier to competition and is of concern to foreign players, including BG Group, as Petrobras
is the main producer in Brazil and owns the distribution pipelines for domestic and imported gas supplies.

F5.4 Around 50 British SMEs providing services and supplies to the Oil and Gas industry are present in
Brazil, either directly or through agents. Majors such as Shell, BP and BG Group are involved in the E&P
and distribution markets. Rolls Royce has a largemaritime and energy operation headquartered in Rio and
is the leading provider of design and equipment for large oVshore supply vessels, with 80% of the market
in Brazil. Wellstream is investing US$ 60 million to build the first phase of a flexible pipeline manufacturing
plant (their second plant outside the UK).

F5.5 The Brazilian oil and gas sector, with the majority of the large E&P projects oVshore, oVers
significant opportunities for UK products and expertise through the massive Petrobras investment plan
reinforced by a growing number of foreign players. In particular, UK capability, matched to current/
potential demand in the market, suggests opportunities in:

— Upstream: OVshore Support Services, Drilling and Completion Services, Well and Reservoir
Operations, Subsea Equipment and Services, Asset Management, Pipeline Integrity, HSE,
Shipbuilding (oVshore platforms), Education and Training.

— Downstream: Refinery Construction and Upgrading, Pipeline Construction and Maintenance,
Regional Gas Distribution Companies, Education and Training.

F5.6 Although many items will continue to be imported, companies should also consider local
production through direct investment, joint ventures/technology transfers.

F5.7 Although UK oil and gas companies continue to do well in the market, a number of factors both
specific to Brazil and related to broader industry conditions have been noted to act as a disincentive to new
investment. These include:

— Complex taxation and legal requirements.

— Increasing focus in local content requirements within the sector.

— Significant competition from well established indigenous and regional supply chains.

— Geographic distance from the UK, immigration and language issues.

— Negative perceptions of corrupt business practices and diYculty of doing business.

— Significant global demand for products/services resulting in full order books and industry seeking
to service existing/knownmarkets rather than explore new opportunities inmarkets such as Brazil.

— Length of time taken to gain business success in Brazil versus other “easier” markets.

UKTI Activity

F5.8 In order to assist UK companies access opportunities and to counteract perceived weaknesses/
barriers, UKTI have developed a four pillar strategy for UKTI-led oil and gas activity in Brazil:

(i) Engage Brazilian government/industry on barriers to trade.

(ii) Build awareness of UK capability among Brazilian decision-makers/procuring organisations.

(iii) Understand opportunities and communicate them to UK supply chain.

(iv) Deliver interventions to bring UK supply chain and potential Brazilians buyers/partners together.

Date Activity Outcome Objective

Ongoing Distribution of Portuguese version Over 5,000 brochures distributed 1
of UK Capability brochure to decision makers in government/
detailing UK expertise across industry.
broad range of sector needs.

Ongoing UKTI support for projects UK-Brazil centre provides a focal 2/3/4
delivered at UK-Brazil Centre of point for joint co-operation on
Ocean Engineering in COPPE R&D! B2B exchange in subsea
(subsea engineering department of sector and in marketing UK
key Brazilian University). capability.

Ongoing At least 50 initiative or reactive Over 150 direct contacts with UK 1/2/3/4
visits by UKTI staV in Brazil and companies made so far in 2006.
the UK, giving emphasis to
information gathering, promotion
of UK capability, identification
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Date Activity Outcome Objective

and communication of
opportunities and providing
regular contact with commercial
companies and Government
agencies.

Ongoing Energy Specialist co-funded by Specialist provides on-the-ground 2/3/4
UKTI and Scottish Development support in Macae to UKTI and
International based in Brazil’s UK industry; successful in
OVshore Centre (Macae). mapping key procurers decision

chain; in establishing relationships;
increasing awareness of UK
capability; and assisting UK
companies with advice and in
gaining access.

February 2006 UK-Brazil Energy Memorandum Objectives of the MOU include: 1/2/3
of Understanding (MOU) signed Facilitate commercial exchanges
providing Government-to- and technology transfer; regular
Government instrument to help discussions on a broad range of
address barriers to further energy-related issues (trade,
development of businesses in regulation, energy security etc);
Brazil. Range of activity delivered enables both sides to address issues
linked to MOU including seminars of mutual importance, including
and workshops eg in September any possible barriers to trade and
UK experts will participate in post- investment; provides government
Gleneagles G8 follow-up meeting with a framework for tackling
in Brazil on sustainable company concerns; encourages
development/energy eYciency. A greater collaboration on both
detailed action plan under the traditional and alternative energy
MOU is currently being developed programmes, thus helping to
for discussion with senior Brazilian address issues related to
interlocutors in October. sustainability and climate change.

May 2006 UK-Brazil Briefing and Over 100 UK and Brazilian 2/3/4
Networking Breakfast at OVshore participants present for briefing by
Technology Conference, Houston. senior Petrobras personnel and

following networking event.

May 2006 Americas Oil and Gas Over 140 UK participants attended 3
Opportunities Roadshow: UKTI the series of seminars. Many have
staV from Brazil (and other followed up with specific enquiries
Americas markets) deliver seminars about opportunities and UKTI
to UK supply chain audiences in services/missions etc.
Aberdeen, NE England, East
England and London on
opportunities and UKTI services
to support market entry.

14–18 August Inward Mission by Brazilian Inward mission will meet over 40 2/3/4
2006 Education & Training UK Education & Training

organisations (including Petrobras, providers in programme spanning
Transpetro and FIRJAN/SENAI Aberdeen, NE England, Midlands
!Mexican and Venezuelan and London. Objective: 5–10
organisations) to meet key UK companies explore opportunities in
education and training providers Brazil/Venezuela/Mexico.
! SMEs.

11–15 Approximately 35 UK participants Objective: 5! new to market 2/3/4
September will attend Rio Oil and Gas companies report business won/
2006 Exhibition with support from follow-up.

UKTI in partnership with Energy
Industries Council, Northern
OVshore Federation and Scottish
Development International.
Participants will gain access to
expert briefing, networking events
with Brazilian industry and
opportunities to profile capability.
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Date Activity Outcome Objective

Support for British Chamber An opportunity to set out UK 1/2/3/422 September
Energy Seminar in Brazil on approach to sustainable business/2006 (tbc)
Sustainable Business. market friendly policies! UK

capability to senior Brazilian
government and business audience.

September Publication of detailed oil and gas UK companies significantly better 3
2006 market opportunities analysis and informed about opportunities in

oil and gas education and training Brazil. Greater awareness of UKTI
report to UK supply chain. support/services and planned

interventions (seminars, missions
etc).

October 2006 Brazilian roll-out of North Sea Key messages on sustainable 1/2
Story DVD (in Portuguese): The business development and UK
DVD was developed in capability delivered to broadest
cooperation with Shell, Wood range of existing and future
Group, Robert Gordon University decision makers.
and a range of other industry
partners. It provides an overview
of the UK’s experience in
developing its oil and gas sector
with key messages on community,
supply chain development,
alliancing, industry-government
partnership and benefits of non-
protectionism in developing
international capability. The
content has been designed to
appeal throughout the value
chain—from government and
industry though to grassroots
organisations and students.

October 2006 R&D-focussed decommissioning Brazilian government/industry 2/3/4
related event in Rio de Janeiro, exposed to UK capability/R&D in
with participation of Petrobras and this field; UK industry brought
other national operators. into contact with key decision

makers.

November Outward mission of UK Drilling 5! UK drilling services companies 2/4
2006 companies to Brazil. meet key decision makers in this

growth sub-sector. At least two
report business won/follow-up.

November Planned inward mission from Transpetro visit UK facilities in 2/3/4
2006 Transpetro (Petrobras’ Southeast and Wales and meet UK

transmission/distribution technology providers.
company) to identify UK
technology in LNG receiving
terminals.

November Support for downstream gas Range of UK companies from 1/2/3/4
2006 outward mission by Society of transmission, distribution and

British Gas Industries to Brazil to utilisation sectors exposed to
promote UK capability/ research decision makers/aware of
sector opportunities. opportunities. Two or more UK

companies report business won/
potential for follow-up.

F5.9 Subject to resources within UKTI’s Oil and Gas sector team and within the Brazil network, a
similar, or enhanced, programme of activity is envisaged for 2007.

F6. Environmental technology

F6.1 Brazil has a comprehensive programme of environmental legislation. However, the number of
existing laws and the sluggishness of the legislative process have hindered progress in this sector.
Enforcement is inadequate, in large part due to a lack of adequately trained (and generally poorly paid)
staV. Where legislation is enforced, penalties are usually of insuYcient scale to deter repeat oVenders.
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F6.2 Various new environmental regulations are expected. Environmental licensing for industry has been
decentralised, which will speed up the process and increase demand for services and technologies.

F6.3 Many of the problems facingBrazil are to be found in São Paulo state and othermajor cities because
of their population and industrial concentrations.

F6.4 UKTI has based its strategy for the Brazilian market on:

— Contaminated land remediation: recent oYcial estimates put the number of contaminated sites in
Brazil at 15,000. Various heavy industries—mining, paper production, etc—have created serious
challenges. Opportunities exist in site investigation, risk assessment, remediation.

— Air pollution control: opportunities exist in control, monitoring and analysis equipment.
Consultancy companies with a wide range of experience in emissions from industrial and
agricultural activities are also sought after.

— Waste water treatment: sanitation projects (sewage treatment), many attracting World Bank
funding, and treatment of industrial eZuent.

— Waste management: treatment and disposal of municipal solid waste for major cities such as
São Paulo.

— Climate change: can provide essential funding to help realise some major projects, eg landfill gas,
waste-to-energy, energy eYciency.

F6.5 UKTI Objectives for Brazil in the sector are as follows:

— To identify and assess major business opportunities (including potential risks and rewards).

— To identify and develop specific business opportunities arising from major projects and
government initiatives, and to disseminate this analysis.

— To promote UK strengths and capabilities in environmental technology and solutions, together
with HMG’s experience of applying eVective policy and regulations, to influence and generate a
favourable atmosphere for firms pursuing new business opportunities.

F6.6 UKTI aims to facilitate partnerships between UK and Brazilian companies, mainly by means of its
Technology Partnership Initiative (TPI). TPI aims to facilitate the transfer ofUKenvironmental technology
and expertise to developing and rapidly industrialising countries on a commercial basis. The PrimeMinister
launched it in 1993, as a follow-up to the Rio Earth Summit in 1992, following calls from developing
countries for improved access to information on environmental technology and solutions. TPI is a practical
means of responding to the UK’s commitments to sustainable development in developing and rapidly
industrialising countries, whilst also providing an introduction toUK companies seeking to secure contracts
in what are generally diYcult, but growing, markets in which to do business.

F6.7 TPI’s principal aims are:

— To promote the transfer of environmental technologies and services from the UK to developing
and rapidly industrialising countries in order to contribute to the achievement of sustainable
development.

— To do this in such a way as to maximise the opportunities for UK suppliers of environmental
technologies and expertise. In particular to aim for an increase in commercial linkages/
partnerships in TPI priority markets.

F6.8 UKTI’s work in Brazil is funded, in the main, by the TPI programme.

F6.9 UKTI works in partnership with key stakeholders and multipliers such as Trade Associations,
Professional Institutions, the Environmental Sector AdvisoryGroup, the Environment Agency, in addition
to the UKTI overseas and regional network on:

— Producing and eVectively disseminating market research, analysing opportunities, including the
political, regulatory and economic environment.

— Supporting inwardmissions of buyers fromBrazil to participate inMeet the Buyer events at major
UK exhibitions.

— Sponsoring in-market seminar events to represent UK capabilities in those sub-sectors
mentioned earlier.

— Developing political and business networks (leading UK delegations into meetings with
governments and regulatory bodies) in market.

— Developing a Memorandum of Understanding between CETESB and UKTI for exchange of
information about the UK’s development of environmental policy and regulation.

— Sponsoring Environment Agency oYcials to participate in international conferences in—Brazil,
to advise on UK and EU approach to development of environmental policy, regulation and
enforcement.
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UKTI Activity

F6.10 Protection OVshore. UK Trade and Investment information and catalogue stand promoting UK
capabilities in Marine Pollution Control (June 2006).

F6.11 Recycling andWasteManagement exhibition (RWM2006). UKTI is sponsoring four buyers from
Brazil to participate in a three-day programme, including a Meet the Buyer day, at this exhibition and
conference in the UK (September 2006).

F6.12 UKTI sponsored seminar mission to São Paulo and Belo Horizonte. Six to eight companies will
represent UK capabilities in contaminated land remediation and air pollution control (October 2006).

F7. Healthcare

UKTI Activity

F7.1 UKTI helped a consortium of UK companies win a contract for the first Medical Training Centre
for the oil and gas industry in Macae, Brazil. The project was launched by Ian Pearson, then Minister for
Trade in January 2006. The project involves the City of Macae, Berkeley Training Centre in Brazil and a
consortium ofUK companies led by Lancashire Ambulance Service. The training unit is located atMacae’s
state of the art city hospital, meeting the needs of the 35,000 people working in the oVshore industry.

F7.2 This project is a good example of collaboration between UKTI overseas and the UKTI sector team
in London. Initial contacts were made during an outward healthcare mission to Rio in June 2005 and this
was followed up by a sponsored inward mission of oYcials to the UK from the state of Macae, Brazil to
meet relevant UK companies. Three weeks after this visit the contract award was announced. Total value
was $450k.

F7.3 The healthcare sector team are now involved in assisting the UK consortium to win Phase 2 of the
project for the purchase of telemedicine systems for 40 platforms operated by Petrobras oVshore Brazil.
Phase 2 will also cover the transfer of UK expertise to Brazil on emergency response to major disasters. The
team recently sponsored a visit by the Secretary of Health forMacae together with oYcials from Petrobras,
the Brazilian state oil company to observe the systems and development of telemedicine in Aberdeen.
Technical negotiations are currently ongoing and it is hoped that the contract award will be announced in
late 2006. Total value of the contract is estimated at $1.5 million.

F7.4 Patricia Hewitt signed aMemorandum ofUnderstanding onHealthcare with the Brazilian Foreign
Secretary, Celso Amorim during President Lula’s visit to the UK inMarch. This MOUwas prepared at the
request of the BrazilianGovernment to facilitate the collaboration of Bio Products Laboratory (BPL),UK’s
national plasma fractionation unit within the UK’s Department of Health with Brazil’s Ministry of Health.

F7.5 The main objective of the MOU is to increase co-operation in the areas of blood plasma products.
BPL prepared detailed proposals for presentation to Brazil’s Ministry of Health on the basis of which they
were ready to enter into discussions leading to detailed negotiations. Despite the best eVorts of BPL no
discussions have yet taken place.

F7.6 Also, BPL’s French competitor, LFB, have been seeking to forge a similar alliance on this project
and have recently hosted a visit by the Brazilian Ministry of Health to their facility in France.

ANNEX H

UKTI REGIONS AND DEVOLVED ADMINISTRATIONS ACTIVITY WITH BRAZIL

SouthWest

H1. March 2006: The UKTI International Trade Team (ITT) in Gloucestershire organised a Brazil
awareness event—25 delegates.

H2. May 2006: Planned mission to Brazil was cancelled and two companies undertook solo visits to
the market.

H3. November 2006: UKTI ITT has agreed with SWRDA and Global Watch to host an inward visit
from a group of Brazilian mobile content companies. The SW are very strong in this sector. UKTI hopes
to be able to attract a number of companies for a match-making event. Southwest Screen (regional cluster
group for the media sector) are also keen and have already identified some interested companies.

H4. In addition, UKTI SW has a number of On line Market Introduction Service (OMIS) reports
ongoing for Brazil for clients in the region.
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East of England

H5. No activity.

South East

H6. Although there is currently no specific activity by UKTI South East, the emergence of Brazil as one
of the BRIC economies is explicitly recognised in the region’s new Regional Economic Strategy.
Furthermore, UKTI SE did send one of its International Trade Advisers on an exploratory visit earlier this
year, and his report confirmed potential for most of UKTI SE’s key sectors.

Accordingly, Brazil Roadshows (similar to those UKTI SE has run for China and India) are being
considered, as are a number of Outward Missions.

London

H7. A Brazil Mission through the LCCI earlier this year was cancelled (there were 120 expressions of
interest but only two sign ups). The main reasons given by the Chamber for this are:

(a) lack of grants available (because Brazil still does not qualify for market visit grant support as do
India and China); and

(b) the bureaucracy involved in the application process.

To note here that there should be consistency between the eligibility rules for our diVerent products (ie,
Brazil does qualify for the Trade Awareness Programme (TAP) support, but not market visit support); that
said, because Brazil is not a market for new exporters it tends to attract larger companies, who have less
need of funding. UKTI London is currently working with the Chamber to try and change their “Missions
% Grants” mindset).

H8. Until recently Brazil was not considered a prioritymarket byUKTI; this, added to the fact thatmuch
of UKTIs focus was on the smaller end of the SME market (ie, potential Passport clients), meant that it
attracted little interest (other than that which could be stirred up by the ITT’s two specialists). This should
now change as we begin focusing on larger companies as we begin implementing the new UKTI strategy.

H9. UKTI London, therefore, does not have any definite plans to put on any events linked to Brazil.
However it has discussed internally the possibility of putting on a “doing business in Brazil” type event
(similar to events it has run on India and China) later in the year (budget allowing). However, this idea has
not even reached the drawing board yet.

Yorkshire and The Humber

H10. UKTI YH is not planning anything specific on Brazil in the near future but it is quite likely that it
will want to run an event on Brazil to coincide with a panel in Yorkshire Insider (a regional business
magazine) covering each of the key markets over the next few months.

H11. The Brazil First Timers Programme was launched by HRH Duke of York in September 2001 and
lasted until 2003. It was operated by mid-Yorkshire Chamber and Lorraine Ellison was the manager who
ran the strategy and provided support to companies over the two-year period. She had had quite a lot of
experience in Brazil and obviously Brazil First Timers gave her even more. Around 50 companies took part
and it was a real partnership between the trade advisory group and the export promoter at the time. It was
an in depth support process that was very selective because there was enough demand to outstrip the supply
of places. As a result there were a lot of good companies who attended and all did well in Brazil. Companies
paid £1,100 up front and much of the support in market was provided by a consultant and not through
the post.

North East

H12. UKTI North East facilitated an inward mission and a number of visits from Brazil by the UKTI
CommercialOYcer fromRecife. The theme of themissionwas aquaculture. As a direct result of themission,
work is now ongoing to enable a regional company, Seabait Ltd, based in Northumberland, develop a joint
venture in Brazil centred on the production of sustainable aquaculture feed stocks for breeding purposes.
Seabait hosted the inward mission, which consisted of four Brazilian companies and a representative from
the Brazilian department of fisheries. Seabait breeds and grows marine worms for use in aquaculture feeds,
sea angling and scientific research. In 2003 this former Passport to Export company was awarded the
Queen’s Award for Enterprise for Sustainable Development and also the Queen’s Award for Enterprise for
International Trade.
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H13. Brazil is a diYcult market particularly in the area of aquaculture as there are restrictions on
breeding non-indigenous animals. Further setting up a Joint venture is diYcult due to laws about the
repatriation of profits outside the country.

H14. The company is currently working with the post in Recife to determine whether its potential joint
venture is worthwhile.

EastMidlands

H15. As a market generally Brazil is not very suitable for new exporters. UKTI EM does not have a lot
of ongoing activity there. It does, however, have a maxi mission planned for March 2007—aiming for 35
companies—and its export club (East Midlands International Trade Association) has an ABC of South
America. There is also an existing, but rather low level, champion role in the region, which has its origins
in a historical link between the Lincolnshire Agricultural Machinery Manufacturers Association
(LAMMA) and Abimaq. UKTI EM has been trying to get a reciprocal exhibiting arrangement going
between these two organisations but has not managed to get to any concrete results so far.

WestMidlands

H16. An “Exporting to Brazil” event was held at the University of Birmingham on 6 June 2006. This
event was organised by the Birmingham Business School in conjunction with BirminghamChamber, UKTI
and the Embassy of Brazil. The purpose of the event was to present the findings of a research project
conducted by university academics, which involved thirty-twoUKSMEs, either already exporting to Brazil
or actively attempting to enter the market. This interactive event included presentations from university
academics, UK company case studies and an introduction to export advice and support from UKTI.

H17. West Midlands companies will also be invited to join a market visit to Brazil (and possibly
Argentina) being led by Birmingham Chamber on behalf of the region. The timing of this visit is yet to be
confirmed, though it is expected to take place duringMarch 2007. This will be a cross-sector market scoping
opportunity, primarily for West Midlands based companies.

NorthWest

H18. NorthWest ITT has a dedicated Americas’ TradeUnit in ourMerseyside team and has a renowned
Brazil specialist on the team who has an extensive network around the UK and Brazil. The team has helped
100 companies develop their business in Brazil in the last year, taken two missions and overseas trade fair
groups, attracted two inward delegations from the Brazilian business-based research and development
foundation (CESAR) and Recife and worked with UNIDO on an inward environmental sector group from
Porto Alegre.

H19. The team has close links with the Brazilian Embassy in London and was invited to chair a business
delegation’s breakout sessions during the President of Brazil’s visit in March 2006.

Northern Ireland

H20. Northern Ireland’s trade contacts with Brazil have been limited. From the mid-1990s to 2002,
Invest NI organised nine visits to Brazil involving over 100 companies. To support NI companies in Brazil
during this period, Invest NI retained the services of an in market advisor to manage trade missions,
undertake market research, lead regeneration projects and networking events.

H21. However, following a review of Invest NI’s last visit to Brazil in 2002, it was recommended to
suspend visits to the region due to decreasing market opportunities for local companies and a fall in
company demand for research and visits. This decision was further borne out by NI’s annual export figures
that demonstrated a 68% decline in exports to Brazil between 2003 and 2005.

H22. In line with Invest NI’s policy to review export market opportunities annually it was proposed that
for the operating period 2006–07, Brazil would be promoted as an emerging market oVering a range of
opportunities for NI businesses. To support this decision a seminar on Business Opportunities and Doing
Business in Brazil is scheduled for November 2006. Further consideration is also being given to
re-appointing a market advisor for Brazil to support NI businesses interested in exporting to the region.

Wales

H23. International Business Wales (IBW) is the new merged organisation encompassing the former
WalesTrade International and the international arm of the Welsh Development Agency.

H24. Brazil has certainly been on IBW’s radar for some years and continues to be, having taken 29
companies to São Paulo since 2001.
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H25. In February 2005 the First Minister of the Welsh Assembly, Rhodri Morgan hosted a visit of the
Argentine Ambassador to CardiV, this visit followed on the heels of a successful mission to Brazil forWelsh
companies.

H26. A total of six Welsh companies have availed themselves of our International Business
Opportunities (IBO) Programme which aims to provide comprehensive in-market support to key business
client companies. IBW’s in-market consultant Renate Buzor is known to UKTIs overseas team and is
currently working with two companies looking to identify partners in Brazil.

H27. IBW has attended various promotional events relating to Brazil as a quality expanding market, the
most recent of which was a UKTI event aimed at raising awareness of the Aerospace Industry and the great
opportunities that presents for British industry.

H28. IBW is trying to keep abreast of the opportunities aVorded by Brazil’s economic growth, but has
to accept in the short term that Brazil is not a high priority with our companies. Major resource needs to go
into promoting themarket and its opportunities in order to help remove the’ fear factor’ of doing business in
that country.

H29. From an inward investment point of view IBW has no representation in the country.

Scotland

H30. Scottish Enterprise’s economic development strategy focuses on priority industries, as opposed to
geographic markets and as a result, our interest in the economic and trade opportunities aVorded by the
Brazilian market will be where these are a match with our priority industries:

— Energy.

— Financial Services.

— Life Sciences.

— Electronic Markets.

— Food and Drink.

— Tourism.

H31. As this is a relatively new approach for Scotland, we are still developing strategies for, and with,
these industries and as these evolve we may indeed have a developing interest in Brazilian trade and/or
investment for these sectors.

H32. We have already highlighted Brazil as a key market opportunity for Scottish companies operating
in the Energy sector, particularly those that are addressing the oVshore oil and gasmarket, one of Scotland’s
key strengths. As an example through our international arm, Scottish Development International, we have,
over the last year, assisted 24 Scottish companies in this sector with their approach to Brazilian market
entry.

H33. This has been primarily through a joint project with UKTI in appointing a shared market
consultant in Macae, Brazil who supports these companies and researches opportunities in the Brazilian
oVshore oil and gas industry that might be relevant. We have also used trade missions, learning journeys
and exhibitions (eg OVshore Brazil &Deepwater OVshore Technology Exhibition) as a mechanism to assist
companies. We plan to continue such work throughout 2006–07.

ANNEX I

SCIENCE AND TECHNOLOGY INITIATIVES

Background

I1. During the last 20 years, Brazilian scientific research output has had one of the fastest growth rates
in the world. From 1990 to 2001, the number of new PhDs coming out of universities across the country
grew annually at a rate of 16.1%.

I2. Brazil’s S&I expenditure is 1.37% of GDP, which equated to £510 million in 2005. The ratio between
public/private expenditure in R&D is 55/45, demonstrating that the majority of science and innovation is
still carried out in public universities and research centres. In recent yearsmuch attention has been dedicated
to shifting this balance, but change is slow.

I3. In technology, multinational companies continue to set up R&D centres in Brazil, especially in the
ICT sector. Brazil’s technological aspirations are focused on software, medical and pharma products,
semiconductors and capital goods. Future bearer sectors are biotechnology, nanotechnology and biomass.
These initiatives are outlined in Brazil’s Industrial, Technological and Foreign Trade Policy.

I4. The passing of a new biotech law has allowed stem cell research to move ahead with government
funding. The main, £3 million, programme, involving 40 institutions, focuses on their eYcacy in treating
heart disease.
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Science and Technology Activity

I5 June 2005: Blood Seminar with Prêmio JovemCientista, Dr SuzanneWatt, Head of StemCell Biology
and Immunotherapy Department, National Blood Service, Dr Clive Dash, Scientific Director of Bio
Products Laboratory (BPL). The theme of the Brazilian Research Council’s annual Young Scientist Award
in 2005 was “blood”. UKTI had been working with Bio Products Laboratory (BPL), a business unit of the
UKsNational Blood Service, to strengthen their image as a potential partner in the establishment of Brazils
national blood fractionation facility. The S&I section brought the scientific director of BPL and the head
of the Stem Cell, Biology and Immunotherapy Department of the National Blood Service to take part in a
seminar organised by the Brazilian Research Council to promote its award.

I6. February 2006: Conversion of Wave Energy into Electricity in partnership with UK Brazil Centre of
Ocean Engineering. With global concern over energy security, Brazil’s extensive coastline oVers huge
potential to exploit wave and wind energy. In partnership with theUK-Brazil Centre of Ocean Engineering,
the S&I section and UKTI Energy team organised a wave energy seminar in February 2006, highlighting
an area where the UK is a world leader. The event discussed the Brazilian prototype currently being set up
and showcased two successful British companies, Wavegen and Ocean Power Delivery Ltd. Brazilian and
British academics were also present.

I7. February 2006: Bioethanol Project mission: Sir David King visited Brazil in June 2005 and identified
an opportunity for the UK to work with Brazil on a joint project that evaluates the worldwide potential
capacity for ethanol production as a viable energy source. There is a worldwide interest in expanding
production of biofuels in order to reduce carbon emissions from transport and a significant commercial and
governmental interest. In response to the government priority we organised a scoping visiting programme
for E4Tech consultants.

I8. The UK Presidency of the G8 has raised two major issues to the top of the global agenda—climate
change and African development. Sir David King identified the potential for the UK to contribute to these
G8 agenda goals by encouraging the development of an African bioethanol sector based on Brazilian
Technology and know-how. This would reduce the dependence on fuel imports and create a new revenue
source for those countries.

I9. OSI (OYce of Science and Innovation) launched the project, announcing a Brazil: UK: South Africa
bioethanol partnership during President Lula’s visit to the UK in March 2006. It is becoming increasingly
clear that the project will not be primarily about technology transfer. The technology is commercialised and
readily available on the market and therefore the scope for HMG intervention in this respect is limited.
What is required is help for African governments to establish the policy, regulatory and infrastructural
framework which would facilitate private sector investments in those technologies for bioethanol
production. Given the focus it now seems likely that DFID will take the project forward.

I10. March 2006: Recife—IT workshop in partnership with CESAR and FINEP. Recife is home to a
growing IT cluster. InMarch 2006 the S&I section and theUKTI trade oYce inRecife together withRecife’s
Centre for Advanced Studies and Systems (CESAR) launched the British-Brazilian Discussion Group on
Entrepreneurship (BRIDGE) with a seminar entitled “How to create innovation and lead it to
entrepreneurship”. Entrepreneurship centres and innovative institutions from the UK, as well as local
companies from Recife’s Digital Port cluster took part in the event. The idea was to exchange trade
experiences between institutions and to create opportunities for new relationships that may lead to future
interaction, such as exchange programs, exchange of knowledge or partnerships.

I11. March 2006: Sao Paulo—a scoping visiting programme with some of the leading video games
developers and mobile games/entertainment companies in Brazil was organised. As a result, Global Watch
with support from Business Group (formerly known as IIG) will organise an Inward Mission from Brazil
focused on mobile content and applications in November 2006.

I12. This mission will combine trade, investment and technology partnering objectives. Its overall aim is
to raise awareness in the UK of Brazil’s science and technology strengths and its market potential, as well
as to promote the UK as the location of choice for overseas expansion.

I13. April 2006: International Centre for Digital Content (ICDC) visited Brazil to meet the main Digital
TV researchers with the idea of developing a project to share expertise to develop iTV applications for the
Brazilian/Latin American market.

I14. The development of the prototype will be an interactive process and the results will be disseminated
at the end of project workshop in the UK. This intention is to stimulate interest among UK companies
already working in the DTV field, with ICDC’s existing partners, BT and BBC, being the main players who
have already signalled their interest in seeing the results of the project.
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I15. ICDC will be able demonstate to these companies, the experience and know-how of developing
bespoke content tailored for the Brazilian interactive TV marketplace. The prototype will provide a case
study to demonstrate the way inwhichUK companies can partner with Brazilian organisations in the digital
TV sector. The project is the subject of a GOF (Global Opportunities Fund) bid evaluation.

I16. May 2006: London—BrazilDay atRoyal Society: TheRoyal Society held aBrazil Day inMay 2006,
organised on behalf of the UK OYce of Science and Technology and the Brazil Ministry of Science and
Technology. The event provided an opportunity for UK and Brazilian scientists to share research, explore
future collaborations, and further existing links. Brazilian and UK scientists in the areas of Animal Health,
Biotechnology and Drug Discovery, Climate Change, Foresight, Nanotechnology and Organic Electronics
participated in parallel workshops following the Brazil Day to discuss their research and to seek
opportunities for future links.

ANNEX J

ARGENTINA TRADE AND INVESTMENT BRIEF

Trade

£ Millions 2004 2005 Jan–June 2006

UK exports 178.68 168.90 106.8
UK imports 272.18 290.89 170.4
Balance "93.5 "121.99 "63.60

J1. Argentina is the UK’s third largest market in Latin America afterMexico and Brazil. In 2005 the UK
exported goods totalling almost £169million to Argentina and imported £290million fromArgentina in the
same period. GDP growth was 9.2% in 2005 and inflation exceeded the government’s expectation at 12.3%.

J2. Despite the diYcult economic climate, Argentina continues to oVer significant trade opportunities
for UK companies. The most promising opportunities can be found Argentina’s export sectors such as
agriculture, mining, petrochemicals and the creative industries.

J3. Argentina’s recession of the late 1990s developed into a full economic crisis in 2001–02. TheArgentine
peso, which was pegged to the US dollar, was devalued in early 2002 and led to Argentina defaulting on its
foreign debt (the highest ever by a sovereign government). In the last few years economic growth in
Argentina has been strong (9.2% in 2005 and 7.5% forecast for 2006) and GDP has recovered from its pre-
crisis levels. It remains to be seen whether growth can be maintained long term whilst keeping inflation in
check. This year inflation is forecast to reach between 12–15%. Argentina’s long term recovery will also
depend on structural reforms: combating tax evasion, excessive bureaucracy, corruption and an ineYcient
judiciary system will be essential to improve Argentine competitiveness. Improvements in legal and judicial
security are needed to attract, and maintain, foreign investment.

J4. The strict exchange controls that were introduced at the start of 2002 have been eased, importers can
now prepay all their purchases and companies have more freedom to remit royalties and dividends abroad.
In 2005 the Argentine government paid oV its IMF debt, although significant repayments are still needed
to cover World Bank and IADB debts.

Investment

J5. Britain has a long history of investing in Argentina and many well known international companies
have a presence in the market. The UK is the sixth largest foreign investor with approximately 5% of total
foreign investment.

J6. British Gas, through its subsidiary Metrogas, operates the gas distribution network in Buenos Aires.
Other important British investors include: BP and Shell in the energy sector, Rio Tinto inmining andHSBC
in the banking sector. Over 30 over the UK’s top 100 companies have investments in Argentina.

J7. The current Kirchner government has an ambiguous policy towards foreign investors—it knows that
the country desperately needs FDI, but this has not prevented it from criticising investors for the country’s
economic crisis of 2001–02. President Kirchner also encouraged a blockade against Shell in February 2005
after the company decided to raise petrol prices. Foreign investors have been easy targets for government
complaints about rising inflation price and high levels of poverty. Several foreign investors (including UK
firms) have international arbitration claims against the Argentine government. Most of these claims are
from privatised utility companies, whose tariVs were artificially capped following devaluation.

ANNEXES D, G & K (not printed here)

October 2006
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APPENDIX 24

Supplementary memorandum submitted by UKTI

A. Additional Information on UK CompaniesWorking in Particular Sectors

ICT

There are some UK companies amongst the leading players in Brazil. BT Global Services opened up in
the last few years to oVer corporate communications outsourcing. LogicaCMG, a supplier of turnkey
communications solutions for operators, has a turnover of 35m pounds in Latin America, (25% in
Brazil). National Grid has a 50% share of a long-distance/corporate services telecoms operators, Intelig.
Software and content providers Intec and OneWorld Interactive have set up in Brazil and others have been
pulled in by existing customers. Vodafone does not operate in Brazil and the telecoms sector is dominated
by the latin players, TIM, Telefonica, Portugal Telecom and Telmex.

The mission by telecoms content providers in October has identified good potential for innovative UK
companies to deliver services to the operators. It is still too early to quantify the result of this mission but
all participants identified opportunities for significant business and will be following up in the market over
the coming months.

Recent activity and outcomes for the ICT sector:

4UKcompanies attended theUKTI sponsoredmission toFuturecomm inOctober 2006. All 4 companies
are expected to do business with Brazilian companies within 12 months

Financial Services

Legal Services

The Law Society and OAB signed a friendship agreement and launched a 2 way young lawyers exchange
programme (6 months duration each round). The first round of the programme with Brazilian lawyers in
the UK has ended this year with a very successful outcome.

Linklaters was chosen by the Brazilian government (BNDES ! Planning Ministry) to provide legal
assistance on the first federal PPP pilot projects.

PPPs

KPMG was contracted by the Minas Gerais State government to assist on the modelling of the first
PPP project.

PWC is advising the Sao Paulo and the Bahia State governments on their PPP projects.

The Brazilian Development Bank (BNDES), jointly with the Planning Ministry, have expressed formal
interest to have Partnerships UK on board as a PPP consultant for the federal pilot PPP projects, after the
end of a successful 3 month ”help desk” service sponsored by the British Embassy and the Global
Opportunities Fund (GOF). (Negotiations under way).

5 Brazilian delegates in London from 13-21 November to attend a 2 week PPP training programme
promoted by Partnerships UK in London, fully funded by their institutions. A total of £15,000.00 in course
fees. This is the second year a Brazilian delegation is attending the course and there is interest from the
Brazilian authorities to continue sending delegates.

Recent activity and outcomes in Financial Services Sector:

3 Brazilian delegates attended a PPP seminar in London in May. Side visiting programme arranged and
useful relationship building process. Sao Paulo state and the Planning Ministry started negotiations with
Partnerships UK to have them as an advisor for their PPP programmes.

UKTI commercial staV at Post keep close contact with federal and state oYcials as well as the market in
order to raise the profile of UK companies that provide PPP related services. UK companies present in the
market (KPMG, PWC, Linklaters) have been successful in obtaining contracts. Our work, contact building,
projects and presence in events/meetings has directly or indirectly contributed to securing contracts.
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Environment Sector

Carbon Credit

Since the Kyoto Protocol was signed in 2005, there has been an increasing interest, by companies and
potential investors, in designing projects aimed at the reduction of greenhouse gas emissions. Based on the
market potential, the Climate Change Projects OYce (CCPO) sponsored a seminar mission to São Paulo,
bringing 13 British companies from carbon funds and brokerage to project management and validation.

CO2e (UK company and global leader in carbon trading) is very active in the market with overall
responsibilities for all phases of a project life cycle, such as: designing, advising and trading carbon credits.
CO2. Com has recently opened an oYce in Brazil. Climate Change Capital has a local partner in São Paulo.
European Carbon Funds has purchased 2.7m tons of carbon credits from Sadia’s project and a few other
companies have visited the market by themselves to develop opportunities.

There are more than 10 ongoing projects in Brazil and a total of 1.5 million carbon credits from those
projects have been traded, generating more than 15m Euro.

Water

(Brazil)—The Federal Government presented a bill to Congress in May 2005 in order to establish a
regulatory framework to allow the sector to develop over the next few years. Congress has exhaustively been
discussing its legal aspects and proposed many amendments. One of themajor concerns is that does not give
a clear definition for the state and municipal government’s responsibilities.

Although it is important to note that the top five state sanitation companies: Sabesp (São Paulo), Copasa
(MinasGerais), Saneago (Goias) andEmbasa (Bahia) aremoving aheadwith their investment programmes.
And on a small scale, the private concessionaires are also running investment programmes.

The lack of a regulatory framework and consequently the lack of investment in the sanitation sector made
UK companies like Thames Water, Anglian Water and Biwater leave the market 3 years ago. However,
Permastore, a UK manufacturer of water tanks is supplying Parana State Water company; while Palmer
Environmental’s leak detection and pressure control equipment are present in the market via local
distributors. Centrequip are established in the market, supplying decanters and centrifuges. Hydra-Ject
(high-pressure water jet cutting systems) have generated deep interest from the state water companies and
are considering entering the market.

(Argentina)—British companies have had a small role in operating services, larger on the consultancy
side, and small in equipment.

In 1993 the national water corporationObras Sanitarias de la Nacionwas privatised. A 30-year operation
concession was awarded to Aguas Argentinas. Main shareholders in Aguas Arentinas are a large French
group: Suez. AnglianWater held a small 4.2% equity. As a result of the 2001-02 economic crisis water tariVs
have been frozen causing financial problems and uncertainty. After a long series of negotiations and crossed
threats the government rescinded the contract with Aguas Argentinas and took over the operation by way
of a state company, AGUAS Y SANEAMIENTOS ARGENTINOS SA. Before this occurred Anglian were
already trying to sell out. Aguas Argentinas continues to exist, but mainly in legal terms as it is suing the
government for the unilateral ending of the concession.

Consultancy has been more steady and probably more profitable. Halcrow prepared the tender
documents for the privatisation of Obras Sanitarias in 1992 and assisted the government in the bid. They
also played a similar role in several smaller provincial privatisations, prepared a master plan for the Salado
River catchment area for the Buenos Aires Province (a major consultancy project funded by the World
Bank), and throughout the 1990s gave services to the new privatised water companies. More recently
Halcrow were awarded an exciting contract to proposed solutions for the rain flooding problems in Buenos
Aries and design a large drainage system which includes 7 kilometres of large tunnels in the most central
part of the city. Severn Trent have done some consultancy work for Aguas Argentinas. On the equipment
side main role has been of Weir Pumps supplying equipment to Aguas Argentinas in the early stage of the
concession.

Environmental Technologies

This potential of the market is, at least in part, due to an increase in private sector investment, as there
is a lack of investments by the federal government. Therefore, the UKTI Environment Industries Sector
Unit (EISU) has been promoting the UK’s strengths in the areas of contaminated land remediation, air
pollution control and waste management by bringing seminar missions to the market. We had 4 companies
in April and another seminar mission is due to take place in March next year.

Atkins is discussing a business contract terms with a local partner to start working in projects driven by
the private sector. Other companies like MGS and Orchid made their independent research and appointed
local partners.
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Recent activity and outcomes in the Environment Sector:

MoU—During a UKTI sponsored seminar and mission to São Paulo in April 2006, CETESB (The State
Secretariat for the Environment of the State of Sao Paulo) proposed to UKTI the possibility of establishing
a MOU between CETESB and UKTI. The idea is to establish a G2G forum in the areas of environmental
policy, regulation development and knowledge sharing. The establishment of this agreement will oVer to the
UK a great opportunity to influence the development of environmental policies and regulation, thus
allowing UK environmental companies better opportunities to win business in Brazil. Latest: Draft MOU
and Terms of Reference have been approved by UKTI and DTI legal advisers and are now with Post who
will discuss with CETESB a date for signing the agreement.

Sales Lead—SGW Services, based in São Paulo, approached Post in Dec’05 looking for UK solutions
concerning a lead contamination case, including pollution to soil and groundwater. UK company Atkins
responded and, with UKTI advice and assistance, has visited Brazil twice in 2006 to discuss the proposal
further, resulting in a potential partnership with SGW.

As a result of visiting the market as part of a UKTI supported mission in 2003, UK company Permastore
has established a presence in Brazil and has been selling water tanks to SANEPAR—one of the top 5Water
Companies in Brazil.

Oil & Gas

Brazil is the largest energymarket and has the second largest oil reserves in SouthAmerica. Its deep water
Exploration and Production (E&P) area is considered a significant potential for the UK’s industry
capability. The country is a Priority AMarket for UKTI oil & gas trade development activity as agreed with
the industry/government International Oil & Gas Business Advisory Board.

Petrobras’ planned investment for the 2007–2011 period will total US$ 87.1 billion, averaging US$ 17.4
billion per year of which 47% will be for E&P. There will also be substantial investment in the downstream
area with more than US$ 8 billion being target for a large revamp programme for all the existing refineries
and 2 new plants being considered. Another US$ 4.5 billion will be invested to expand the pipeline network
for natural gas. The Brazilian oil and gas sector oVers relevant opportunities for UK products and expertise
in all segments of Upstream and Downstream businesses.

Around 50 British SMEs providing services and supplies to the Oil & Gas industry are present in Brazil,
either directly or through agents. Majors such as Shell, BP, BG Group and Wood Group are involved in
the E&P and distribution markets. Rolls Royce has a large maritime and energy operation headquartered
in Rio and is the leading provider of design and equipment for large oVshore supply vessels, with 80% of
the market in Brazil. Wellstream is investing US$ 60 million to build the first phase of a flexible pipeline
manufacturing plant (their second plant outside the UK).

Although it is clear that Brazil is blooming with good, relevant opportunities for UK companies and their
expertise, it is not an easymarket to break into. UKTI plays an important role in supporting UK companies
interested in the Brazilian Oil & Gas sector. It can provide market studies for specific products or services,
based on local knowledge as well as introduce companies to relevant contacts.

Recent Success Stories Oil and Gas Sector:

Leigh’s Paintings

The largest independent manufacturer of coatings in the UK, Leigh’s Paints came on a UK Trade &
Investment trademission toRioOil&Gas 2006.Known in themarket for its large experience in theOnshore
and OVshore Industry, the company manufactures a comprehensive range of protective coatings, passive
fire protection and epoxy thermal insulation. Since 2004, it has been working with the support of a local
distributor, Morganite Brasil (a subsidiary of the British Thermal Ceramics). Leigh’s Paints Fire Protection
Consultant David Sugden mentioned that its principal interest in Brazil is in fire protection of steelwork for
both the petrochemical market and the civil structural market. Taking advantage of the UKTI Oil & Gas
trade mission, David Sugden visited Petroqu[doti][acute]mica União (a large petrochemical plant) and
signed a contract for structural steel protection worth approximately £ 40,000. This success encouraged
Leigh’s Paints to put more emphasis on further local market opportunities. At the moment, the company
is bidding for P53 and PRA1 platforms from Petrobras.

Sunrise Systems

Dr. Dev Sebastian from Sunrise Systems Ltd was introduced to the Energy Team Manager in Brazil at
the Americas Oil & Gas Opportunities Road Show, held earlier this year. One month after the event, Dr.
Sebastian contacted the UKTI team in Brazil and requested its support to approach a company called STEI
(Servi[lcced]os Te[acute]cnicos de Engenharia e Informa[acute]tica), seen by Sunrise Systems as a potential
agent in Brazil. UKTI visited STEI oYce on behalf of Sunrise and met the Commercial Director Paulo
Henrique Elias. STEI is indeed well established in Brazil, supplying Petrobras and other major players in
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the Oil & Gas industry with engineering software from an American company. STEI’s perception, and the
reason for their initial resistance to Sunrise Systems approach, was that the products were competitors.
During the meeting, however, it became clear that Sunrise System’s product was in fact complementary to
the one commercialised by STEI. UKTI helped bring these two companies together to discuss initial
strategies in the Brazilian market. At the moment, the companies are in the final stage of negotiating an
agreement.

“I have always thought of Brazil as an important market for us. This is because I believe the oVshore
technology used in Brazil is similar to the North Sea, and the conditions are similar as well. Thank you very
much indeed for your help in this. This probably could not have been achieved without UKTI help.
Sometimes, if someone from the UK contacts an overseas company without an introduction, they may not
always be sure who that is. Or might even think that our products are competitive rather that
complementary. I have been to Brazil, and I think it is a wonderful country and sets an example to the world
in many ways. However, as you know, one needs to be street-wise in order to succeed in Brazil. That is why
your introduction was invaluable to us. Thank you.” Dr. Dev Sebastian

Recent activity and outcomes in the Oil and Gas Sector;

UK-Brazil Energy MOU

UKT&I, in cooperation with Brazilian interlocutors, industry and other government departments
including FCO, DTI and DEFRA have developed a UK/Brazil Energy MOU, signed in February 2006, in
response to internal views and those of key companies with an interest in Brazil including Shell, BGGroup,
BP and HSBC.We and they saw a clear need for a Government-to-Government instrument to help address
barriers to further development of their (and other companies) businesses in Brazil and the MOU has been
put in place to provide a mechanism to engage the Brazilians and encourage them towards market-friendly
policies in areas of concern toUKplc such as Brazil’s tax system, regulation, bureaucracy (e.g. immigration)
and on market conditions such as inadequate infrastructure, Petrobras’ monopoly power in many areas,
weak regulation and suspicions of or actual corruption. Equally, theMOU contains elements of key interest
to the Brazilians such joint research/renewables. Objectives of the MOU include:

— Facilitate commercial exchanges and technology transfer in both directions, to the benefit of
both sides;

— Provides for regular discussions on a broad range of energy-related issues (trade, regulation,
energy security etc);

— Will enable both sides to address issues of mutual importance, including any possible barriers to
trade and investment;

— Considered important by companies active in the sector—provides government with a framework
for tackling company concerns;

— Encourages greater collaboration on both traditional and alternative energy programmes, thus
helping to address issues related to sustainability and climate change.

Recent activity linked to the MOU includes:

UKTrade& Investment funded Education&Trainingmission to theUKbyBrazilian organisations such
as Transpetro, FIRJAN/SENAI in August 2006.

UK support for and participation inWIRE conference on StrengthenedCooperation onClimate Change,
Clean Energy and Sustainable Development as part of post-Gleneagles G8 follow-up.

Healthcare

Brazil has the largest healthcare market in the region. As such, it has become one of the main focuses for
investment in emerging countries, along with China and India.

Since the early 1990s Brazil has been through a huge development process supported by the opening up
of the economy and financial stabilisation. This has also aVected the healthcare sector, which is gradually
becoming more eYcient and professional. Demand for healthcare services has grown consistently over the
past years, due mainly to an increase in the purchasing power of the population.

The healthcare sector in Brazil is composed of public and private services with more than 7,000 hospitals,
723 specialised hospitals, more than 7,000 diagnostic clinics and 328,000 doctors. It generates a yearly
turnover of US$33,000million (public 55%; private 45%). The hospital services segment alone is responsible
forUS$5,000million sales every year and the public investment in the sector is US$20,000million, according
to the Ministry of Health. Brazil is going through major health reforms, including a comprehensive
management modernisation process, in both the private and public sectors, which oVer substantial business
opportunities for UK suppliers of products and services in this area.

Recent successes Healthcare Sector:
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Bio Products Laboratory (BPL)/Memorandum of Understanding (MOU)

Bio Products Laboratory (BPL) is UK’s national plasma fractionation unit, part of the NHS Blood and
Transplant (NHSBT), an organisation of the UK Department of Health. BPL has supplied the Brazilian
Ministry of Health with plasma derived products for the last ten years and has been awarded significant
contracts through tenders in the past few years.

Brazil has a project to build its first Plasma Fractionation Plant. The price for the overall project is
betweenUS$150 andUS$250million for the next five years. The first tenderwill be for counter-fractionation
and the tender should be issued shortly. BPL wishes to be considered for the supply of a manufacturing
contract and the provision of the Technology Transfer needed to build a plant in Brazil, in a project that
could last between three to five years.

A Memorandum of Understanding on Healthcare was signed during President Lula’s visit to the UK in
March 2006. The MOU was prepared at the request of the Brazilian Government to facilitate the
collaboration of Bio Products Laboratory (BPL) with Brazil’s Ministry of Health. The main objective of
the MOU is to increase co-operation in the areas of blood plasma products.

BPL/NHSBT are coming to Brasilia in December to discuss tender issues. Also, for a Government to
Government meeting to discuss the healthcare MOU.

Lancashire Ambulances/Berkeley Equipamentos Me[acute]dicos In June 2005, Lancashire Ambulances
and Berkeley approached the City ofMacae[acute], responsible for over 80% of the oil production in Brazil,
presenting a proposal for training their health professionals and staVworking on oVshore platforms. A visit
to the UK led to the signing of a contract with Macae[acute] to establish Latin America’s first Medical
Training Centre, aimed at the Oil & Gas Industry. As a result of this visit an InwardMission was organised
at the beginning of this year for the Secretary ofHealth forMacae[acute] and oYcials fromPetrobra[acute]s,
the Brazilian state oil company, to observe the systems and development of telemedicine in Aberdeen.
Technical negotiations are currently ongoing and it is hoped that a second contract awardwill be announced
by the end of this year. Total value of the contract is estimated at $1.5m.

Proxima Concepts Ltd

In September 2005, UKTI organised its first Biotechnology Scoping Mission to Brazil. Their aim was to
learn more about the Brazilian Biotechnology sector and identify synergies between the UK and the
Brazilian industries. Dr Roger New, Director of Proxima Concepts Ltd, was one of the three scientists
invited to take part in the Mission. He was interested in finding a Brazilian company to collaborate with
him on research and clinical trials. In Belo Horizonte, one of the five Brazilian cities visited, Dr New met
Dr Alberto Wainstein, from Bioca[circ]ncer, an oncology-focused drug development service company,
which assists life sciences companies in accessing Brazil’s patient population. InMarch 2006, the companies
signed a contract for a Phase I Clinical Trial. A second contract also for Phase I Clinical Trial is already
being negotiated and the contract award should be announced in January 2007.

Recent activities and outcomes for the Healthcare Sector:

UKTI sponsored visit toHospitalar—amajor trade show in Sao Paulo—June 2006, including a reception
and workshop for UK companies and contacts. As a result UK company Lorne Laboratories is in talks and
is about to close distribution agreements with two Rio-based companies for their diagnostic test kits and
blood bank refrigerator lines. Also, UK company Flexicare has had their product registrations approved
and is now ready to start selling via its distributor, Dixtal.

B. Additional detail on inward investment to the UK by Brazilian companies

Brazil has shown strong potential as a future inward investment source. Overall outward investment from
Brazil almost doubled between 2000 and 2005 fromUS$ 103bn toUS$ 200bn (UNCTADFDI Stock). This
makes it the second largest outward FDI country in Latin America, just behind Mexico.

Recent work undertaken by OCO Consulting has also identified a significant rise in the number of FDI
projects from Brazil in to Europe, albeit from a very small base. Latest figures up to 2004 show that Europe
now receives around 12-15 projects per year. TheUK,whilst at the lower end of the table has seen a trickle of
projects coming in from Brazil, including Bank Itau, which has established in London. UKTI are currently
working with a number of active projects, including a mobile games developer, a major beer manufacturer
and a major cosmetics manufacturer. This, together with strong evidence of key technology capabilities in
oil and gas (including bio-fuels), nanotechnology and life sciences have presented sound evidence for further
assessment. This is currently underway, in collaboration with the British Consulate-General in Sao Paulo
and the pilot resources which have been placed in the Post is charged with preparing an initial summary of
prospects by 31 March 2007.

£30K has been allocated from programme funds for 2007/8 to support the pilot investigation into market
prospects.
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C. Details of 4 x UK aerospace companies that visited Brazil, on last Aerospace mission in

October 2005

The 4 companies that participated in the October 2005 mission were:

TWI: soldering technologies. The company signed a £30k contract with another £20k contract promised
and further business expected, helped by its presence on the mission.

Delcam: CAD/CAM software. Company has an agent in Brazil for the automotive sector and was trying
to break into a new sector.

Aeromot: castings. In negotiations for contract, albeit for another division of the company.

Attewell: shims, part of Hampsons group.

There are no UK companies involved as risk sharing partners on the new Embraer E series 170/195
regional jets. GKN has a small factory in Brazil supplying aeroplane windows. Rolls-Royce supply the
engines for the older and smaller ERJ series and the newer Legacy, the business jet based on the ERJ series.

UK content on Embraer aircraft is low (less than 2%) but the current relationships with existing partners
make it very diYcult to displace the supply chain for existing programmes. UK companies currently show
little appetite to engage with Brazilian supply chain companies on the terms required. However, these
obstacles are being tackled (through ongoing support and lobbying) both in the UK and Brazil by the
industry itself, Trade Associations and UKTI.

D. Details of known links between Brazilian and UK Universities

We don’t have access to detailed information on university links, since the great majority are by their
nature brokered direct between institutions and not through the British Council. We do know, from theUK
institutions that come through and from contact that we have with Brazilian universities, that links are
numerous and range from simple student exchange through faculty collaboration to joint curriculum
projects. They range across social sciences, humanities and science and technology. There are about 25
British universities acting more entrepreneurially and systematically in their promotional and exchange
work with Brazilian universities. Each of these has links with several Brazilian institutions, largely centred
in the South and South-East

E. The number of Brazilian and Argentinian students in the UK.

Brazil

Higher education: 1,200

Further education: 555

English language: 13,600

Argentina

Higher education: 400

Further education: 90

English language: 1,900

F. Details of UK companies/trade associations invited to comment/participate in JETCO process

Shell

BP

Tate & Lyle

BG

National Fatmers Union

Rothschilds

British Airways

BAE Systems

BAT

Diageo

Pilkington

Eli Lilly



3703271024 Page Type [O] 11-07-07 22:17:49 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 137

WPP

EMI

Barclays

Lloyds TSB

Rexam

CliVord Chance

BT

PriceWaterhouseCoopers

Anglo American plc

Cadbury Schweppes

Corus Group Plc

GlaxoSmithKline

HSBC

Rio Tinto

Rolls Royce

Mott MacDonald

CBIBPL

Birmingham Business School

KPMG

Clyde & Co

EDS

Wellstream

Chemical Industries Association

North East Process Industry Cluster

Society of Motor Manufacturers and Traders

Motorsport Industries Association

Construction Equipment Association

Association of British Healthcare Industries

Lancashire Ambulance Service

Supply Chain EuropeEco Securities

Cambridge Display Technologies

British Chamber Brazil

J Marr Seafoods

Brazilian Chamber Members, London

MacMillan

Alexander Richards

Ince and Co

Eliana Filippozza, Noronha Advagados

Philip Hamer, British Chamber Brazil

G. UK companies that participated or contributed to the JETCO process

1. Francisco Itzaini, Rolls Royce

2. Gary Campkin, CBI

3. Joao Domenech, Head of Communications, GSK

4. Dr Suzana Rodrigues, Birmingham Business School, University of Birmingham

5. Richard F Davies, Director, MottMacDonald

6. Luis Antonio Gomes Araujo, Presidente, Wellstream do Brasil Indústria e Serviços Ltda

7. Richard Taylor, President, BP Brasil Ltda

8. Luiz Sanches, General Manager, BT Brazil
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9. Santiago de la Lastra and Wilson Otero, BT Brazil

10. Stephen Chandler, EDS

11. Jose Renato Ponte, Director of Corporate AVairs, BG

12. Ivan Clark, PWC

13. Elizabeth Leonhardt, Clyde & Co.

14. Tim Treharne, Senior Partner, KPMG

15. Professor John Child, Birmingham Business School, University of Birmingham

16. Jane Martin, BPL

17. Wilson Otero, BT Brazil

18. Luiz Costamalan, BG Group

19. John White, Timber Trades Federation

20. JeVries Brigginshaw, BAT

21. Marcos Maynard, EMI

22. Andrew Morgan, Supply Chain Europe

23. Eric Mayes, Cambridge Display Technologies

24. Pedro Costa, Ecosecurities

25. MacMillan, Emma ShercliVe

26. Manoj Chawla, Alexander Richards

27. Jonathan Lux, Ince and Co

28. Eliana Filippozza, Noronha Advagados

29. Philip Hamer, British Chamber Brazil

H. Details of any other countries that are taking advantage of the Science and Technology base

in Brazil

France and Germany have very active collaboration programmes involving considerable bilateral
investment and joint working with the Brazilian science base. This includes joint projects and considerable
exchange of academics in both directions.

Japan is also active (investing through JICA particularly on environmental projects) but not quite at the
same level as France and Germany.

Spain and Italy are active along similar lines to France and Germany but at a significantly lower level of
investment.

Collaboration with the US is mainly through academics working on joint projects rather than through a
structured programme of collaboration between the science communities.

I. Written submission by the Export Credits Guarantee Department to the Trade and Industry

Select Committee’s Inquiry into Trade and Investment Opportunities with Brazil

The Government provides support to UK firms doing in business in Brazil through the Export Credits
Guarantee Department (ECGD).

The Committee may wish to note ECGD’s cover policy in relation to Brazil, as set out below.

ECGD Cover & Premium Policy

1. Full ECGD cover (cash, credit and investment insurance) is available to help UK exporters of capital
equipment and project-related goods and services to win business and invest in Brazil.

2. ECGD’s capacity for new business (over and above existing exposure of £200m) is substantial and
currently stands at over £375m. If demand were to exceed this, ECGD would be willing to consider an
increase in its capacity. ECGDwould be able to consider support for large projects, but would need to assess
their underlying credit quality with due care.

3. ECGD currently has no firm prospect in its business pipeline for the imminent conclusion of a
transaction. But ECGD sees a fairly steady stream of enquiries fromUK exporters and investors and would
welcome more business in Brazil.

4. ECGD’s headline premium rate for sovereign risk is at the minimum level for the market permitted
under applicable OECD agreements for business supported by oYcial Export Credit Agencies (“ECAs”).
ECGD is therefore fully competitive with the rates charged by other oYcial ECAs.
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5. ECGD is also able to set premium levels for Petrobras, the state-owned oil company, as equivalent to
sovereign risk. This brings ECGD into line with many other ECAs. Petrobras had previously complained
that ECGD rates were higher than some of its competitors; this is no longer the case.

Past business

6. Brazil has been a significant market for ECGD in the past, but its exposure has been falling in recent
years as the run-oV of old business has exceeded new business taken on. In March this year, Brazil prepaid
the balance (approximately £90 million) of debt due to ECGD in respect of obligations that had been
rescheduled in the Paris Club (in which countries facing debt service diYculties agree on the restructuring
of their OECD ECA-supported obligations). ECGDwas pleased to support the deal, which brought about
a very satisfactory conclusion to Brazil’s involvement with the Paris Club. Brazil’s decision to prepay
essentially reflected the growing strength of its external position, where substantial trade and current
account surpluses and strong capital inflows have greatly boosted its reserves. ECGD considered the move
to be a well considered decision forming part of a sound debt management strategy that had also seen Brazil
repay its entire outstanding obligations to the IMF (US$15 billion) in December 2005.

7. Much of the business ECGD has supported in Brazil has been in the oil and gas sector. ECGD has
maintained contracts with Petrobras over a number of years and supported several large transactions
between Petrobras and UK suppliers.

8. For example, ECGDguaranteed aUS$52mbank loan in October 2005 to finance four contracts which
UK companies (Rolls-Royce, VeoliaWater Systems, ETAProcess and Invsat Ltd) were awarded in relation
to the oVshore P52 oil drilling platform project for Petrobras, to be located in the Campos Basin oV the
south-east coast of Brazil.

9. Other significant sectors where ECGD has provided support in the past have been aerospace, process
plant and equipment, and metals. The defence sector has also seen transactions, with support provided for
a number of contracts in recent years with the Brazilian Navy and Air force. The majority of these were
arranged under ECGD-backed lines of credit extended to the Brazilian government by UK banks.

Business Prospects

10. It is likely that, in the current benign risk environment, Petrobras can raise finance in its own name
from the bond markets at finer rates than ECAs charge. If the Brazilian economy were to suVer stress, it is
possible that Petrobras might wish to seek support from ECGD and the other ECAs for their projects.

10 November 2006

APPENDIX 25

Further supplementary memorandum submitted by UKTI

Defining EmergingMarkets

Methodology

— Starts with Seven Strategic Criteria—aim to set analytical framework.

— Aim to identify indicators which have global coverage and are produced by internationally
respected bodies (eg UNCTAD, World Bank).

— Aim broad base indicators covering economic and social fundamentals, governance, crime and
corruption, scientific and technical strengths.

— Framework draws on work on economic fundamentals undertaken by LSE for UKTI and the
training provided to market desk staV.

Seven Strategic Criteria

— Size of Market, Potential Economic Growth (historical growth rate, investment, demographics,
natural resources).

— Strategic Political & Economic Importance (energy exporter, openness to trade, political
importance internationally).

— Science and Technology Base (strength R&D and innovation base, complementarity with UK
strengths).

— UKMarket Share (existing trade and investment links).

— Match of Market with UK Export Sectors (profile imports match profile UK exports).
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— Presence Active Partners/Potential Partners (government and business support for closer
economic links).

— UKTI Impact (political uncertainty, weak rule of law, barriers to trade—assumesUKTI rolemore
important to firms where these exist).

Strategic Emerging Markets

Key Indicator Markets Matching Markets not Matching

Economic
GDP Growth(5% pa (four China, India, South Korea, Brazil, Mexico (just under).
year average) Vietnam, Malaysia, UAE, Saudi

Arabia, Russia, Thailand, Indonesia,
Turkey.

Per capita GDP(US$10,000 China, India, Vietnam, Malaysia, UAE, South Korea.
Saudi Arabia, Russia, Thailand,
Indonesia, Turkey, Brazil, Mexico.

Annual Industrial Production China, India, Turkey, UAE, Mexico, Brazil, Saudi Arabia,
Growth(5% pa Vietnam, South Korea, Indonesia, Russia, Malaysia.

Thailand.
Inward Stock of FDI Increase China, India, South Korea, China, Brazil, Indonesia (net
(40% 2000–04 Vietnam, UAE, Saudi Arabia, negative flow), Malaysia (net

Russia, Thailand, Turkey, Mexico. negative flow).
Increase Merchandise exports China, India, Vietnam, Malaysia, Brazil.
(200% 1993–2003 UAE, Saudi Arabia, Russia,

Thailand, Indonesia, Turkey,
Mexico, South Korea.

Demographic
Popn increase 1990–2003(20% India, Vietnam, Malaysia, UAE, China, Brazil, Russia, Thailand.

Saudi Arabia, Russia, Thailand,
Indonesia, Turkey, Mexico.

Popn increase 2003–15(10% China, India, Vietnam, Malaysia, Thailand, UAE, Russia.
UAE, Saudi Arabia, Indonesia,
Turkey, Mexico.

Annual Growth Rate(1% China, India, Vietnam, Malaysia, Russia, Thailand.
UAE, Saudi Arabia, Indonesia,
Turkey, Mexico.

% 2003 Popn aged 0–14(20% China, India, Vietnam, Malaysia, Russia, Hong Kong (not
UAE, Saudi Arabia, Indonesia, China).
Turkey, Mexico.

Health & Welfare
Life Expectancy'75 China, India, Vietnam, Malaysia, Hong Kong (not China), UAE.

Russia, Saudi Arabia, Indonesia,
Turkey, Mexico, Thailand.

Annual health expenditure China, India, Vietnam, Malaysia, Brazil.
(7% GDP Russia, Saudi Arabia, Indonesia,

Turkey, Mexico, UAE, Thailand.

Education
Investment in education(20% UAE, Hong Kong (not China), Brazil, Saudi Arabia, Russia,
Govt revenues Mexico, Malaysia, Thailand. China, India, Vietnam, Turkey,

Indonesia (lowest of all).

Corruption and Transparency
Transparency International Brazil, Saudi Arabia, Russia, China, Hong Kong, Malaysia.
Corruption Perceptions Index India, Vietnam, Turkey, Indonesia,
ranking'4 Thailand, UAE, South Korea.
Index of Economic Freedom Brazil, Saudi Arabia, Russia, China, Hong Kong, South Korea.
Ranking(50 India, Vietnam, Turkey, Indonesia,

Malaysia, Thailand, UAE.
Index of Economic Freedom Brazil, Saudi Arabia, Russia, China, Hong Kong, South Korea.
Property Rights Ranking(2 India, Vietnam, Turkey, Indonesia,

Malaysia, Thailand, UAE.
High World Bank Investment Brazil, Saudi Arabia, Russia, China, Hong Kong, Malaysia.
Climate Survey Scores India, Vietnam, Turkey, Indonesia,

Thailand, UAE, South Korea.
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Key Indicator Markets Matching Markets not Matching

Regulation
Average weighted external tariV Brazil, Saudi Arabia, Russia, China, Hong Kong, Turkey.
(3% India, Vietnam, Indonesia,

Thailand, UAE, South Korea,
Malaysia.

APPENDIX 26

Further supplementary memorandum submitted by UKTI

Chapter 1—Mercosur

1. Mercosur is South America’s leading trading bloc known as the Southern Cone Common Market.
Mercosur was set up in March 1991 by Argentina, Brazil, Paraguay and Uruguay under the treaty of
Asuncion. This was later amended and updated by the 1994 Treaty of Ouro Preto. Its aim is to bring about
the free movement of goods, services, capital and people among its member states.

2. The five full members of Mercosur are Argentina, Brazil, Paraguay, Uruguay and Venezuela (who
joined on 4 July 2006). The associate members are Bolivia, Chile, Colombia, Ecuador and Peru. Mexico is
an observer but is in the process of becoming an associate member. Associate membership allows countries
to be part of the free trade agreements but they remain outside the bloc’s Customs Union.

3. A table of the key economic indicators for each country in 2005 follows.

GDP GDP GDP per head Population Exports to other
(US$ Growth (US$) (million) Mercosur countries
billion) (US$ millions)

Argentina 183 9% 4,688 39*** 14,311
Bolivia 9** 4% 974** 9 1,812
Brazil 800 2.3% 4,386 182 21,105
Chile 115 6% 7,415 15 4,450
Colombia 124 5.1% 2,704 44 4,675
Ecuador 41* 2.7% 3,271* 13 1,906
Paraguay 8 2.7% 1,407 6 1,214
Peru 78 6.7% 2,807 27** 2,739
Uruguay 17 6.6% 5,182 3** 963
Venezuela 140 9% 4,600 25 1,778

Lines in bold denotes full Mercosur member.

* Figures from 2006 (estimate).

** Figures from 2004.

*** Figures from 2001.

Chapter 2—Trading withinMercosur

4. Despite some specific trade barriers applied within the bloc to certain products, over 95% of all trade
within the customs union carries 0% customs duty.

5. Total exports between the Mercosur countries during 2005 are as follows:

Exporting Arg Bol Bra Chile Colo Ecua Para Peru Urug Vene
market US$m US$m US$m US$m US$m US$m US$m US$m US$m US$m

Argentina – 380 6,328 4,497 361 265 509 599 862 510
Bolivia 264 – 1,016 41 179 3 22 126 2 159
Brazil 9,912 579 – 3,611 1,405 644 960 932 848 2,214
Chile 626 211 1,729 – 347 341 40 725 72 359
Colombia 47 50 141 296 – 1,324 2 710 7 2,098
Ecuador 42 8 89 301 471 – 1 869 3 122
Paraguay 103 22 330 101 8 7 – 59 578 6
Peru 54 155 453 1,129 347 295 0 – 7 299
Uruguay 267 5 458 83 14 10 56 37 – 33
Venezuela 18 5 187 103 1,013 296 4 151 1 –

Lines in bold denotes full Mercosur member.
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6. Most exports of goods and services from Mercosur members are to the US, Eastern Asia or the rest
of Latin America. Other trading partners include:

Main trading partners

Argentina Brazil, US, Chile, China, Germany.
Bolivia US, Japan, Brazil, Chile, Peru and Argentina.
Brazil US, China, Argentina, Germany, Japan, Italy, France and UK.
Chile Asia, US, EU.
Colombia US, Venezuela, Mexico, Brazil and China.
Ecuador US, Japan, Korea, other Latin America markets.
Paraguay Brazil, Argentina, UK, US, Japan, South Korea, Hong Kong.
Peru US, other Latin America markets, EU.
Uruguay US, Brazil, Germany, Argentina, Venezuela.
Venezuela US, Colombia, Brazil, Cuba, Japan.

Lines in bold denotes full Mercosur member.

Chapter 3—UK Relations withMercosur

Trade Statistics

7. The UK’s total exports to Mercosur countries in 2005 were £1,294 million (and to associate members
£356 million). This represents approximately 7% of all imports into Mercosur countries.

8. Individual commentaries on our trading relations with each Mercosur country are at Annex C.

UK EXPORTS

Ranking as a 2004 2005 Jan–Sep
UK trading £m £m 2006 £m
partner*

Argentina 69th 179 169 159
Bolivia 151st 5 11 3
Brazil 35th 791 840 420
Chile 75th 135 151 112
Colombia 81st 117 118 58
Ecuador 112th 31 30 19
Paraguay 144th 16 12 11
Peru 101st 42 46 26
Uruguay 105th 31 37 28
Venezuela 56th 187 236 164

Lines in bold denotes full Mercosur member.
* Based on 2005 export figures.

UK IMPORTS

Ranking as a 2004 2005 Jan–Sep
UK trading £m £m 2006 £m
partner*

Argentina 65th 272 291 248
Bolivia 132nd 11 14 6
Brazil 32nd 1,581 1,771 895
Chile 50th 484 485 410
Colombia 64th 284 303 134
Ecuador 103rd 43 42 21
Paraguay 179th 0.9 0.7 1
Peru 80th 135 127 85
Uruguay 92nd 44 59 50
Venezuela 56th 213 395 387

Lines in bold denotes full Mercosur member.
* Based on 2005 import figures.
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UK Company perceptions of trading with Mercosur out of Brazil

9. The beneficial tariV regime between Mercosur members may at first glance represent a significant
incentive for UK companies to establish business in Brazil, as a mechanism through which they can better
access (with a more advantageous cost structure) the wider Mercosur market. However, in practice, this
opportunity seems to be viewed more as a peripheral benefit than either a determining factor in investment
decisions or an attractant to the Brazilian market in its own right.

10. The experience of the UKTI Brazil network and anecdotal reports fromUK companies suggests that
companies target Brazil for the size and sophistication of the domestic market and not primarily as a
gateway to wider Mercosur. The fact that the Brazilian market dwarfs the other members is clearly a factor
in this equation. UK companies seeking to adequately service the Brazilian market are unlikely to have the
capacity to simultaneously seek to penetrate the rest of Mercosur. One UK company (in the specialised
printing and bar code market) reported that after 10 years in the Brazilian market only now were they
starting to explore the potential for using this platform as a gateway to wider Mercosur.

11. In terms of company presence, the main UK players established in Brazil are likely also to have a
presence in some of the other member countries, as often do the major Brazilian firms. This is not so much
an indication of the existence of a strategy to exploit the potential synergies in business units across
Mercosur, as it is a reflection of the truly global nature of these businesses.

Benefits to UK of trading with Mercosur

12. There are several ways in whichUK tradewithMercosur is hindered. For direct trade it is the absence
of an EU Mercosur agreement (to oVer preferential access) that leaves UK companies subject to, often
punitive, tax and tariV regimes. In terms of trade through Brazil to Mercosur the lack of a genuine single
market, the complication of another language, cultural and business practice diVerences and political
uncertainty all reduce the attractiveness of this approach for UK business. There is an awareness that the
opportunity exists but it does not appear to be a driving force in business decision making.

Relations with other Mercosur member countries

13. Companies established in Argentina, Uruguay, Paraguay and Venezuela (the latter a member since
last July) can benefit from the common external tariV (TEC)—a more favourable tax treatment established
under Mercosur—when trading with Brazil (the converse is also true). This allows companies established
in Mercosur to access a bigger consumer market but it is perceived as unlikely that UK companies (with an
interest in Brazil) will decide to operate from another country—instead of entering the Brazilian market
directly.

Chapter 4—EU/Mercosur Free Trade Agreement

14. Negotiations for an inter-regional Association Agreement between the EU and the Mercosur began
in April 2000. The agreement under negotiation consists of three parts: a chapter on political dialogue; a
chapter on trade and economic issues (creating a bi-regional free trade area); and a chapter on co-operation.

15. Negotiations on the trade chapter are governed by three main principles:

— A region-to-region approach, which constitutes the basis of discussions on all regulatory areas.

— The agreement should be comprehensive and balanced, going beyond the respective obligations
in WTO. No sector should be excluded, whilst taking account of product sensitivities.

— The agreement should constitute a single undertaking, implemented by the parties as an
indivisible whole.

16. The negotiations cover liberalisation of trade in goods and services; improving access to government
procurement markets; improving the investment climate; IPR protection; a mechanism for co-operation on
competition policy; agreement on sanitary and phytosanitary measures; agreement on wines and spirits;
ensuring “adequate and eVective” disciplines in the field of trade defence instruments; agreement on a
Business Facilitation Action Plan; and establishing a binding dispute settlement system.

17. To date 16 rounds of negotiations have taken place and the political and cooperation chapters have
almost been completed. Although substantial progress had been made in the trade chapter, which hoped to
be concluded at the end of October 2004, Ministers concurred that the oVers on the table did not reach the
degree of ambition that both parties expect from the agreement and discussions still continue with very little
progress. Any EU-Mercosur agreement must be complimentary to the Doha Development Agenda.
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UK Trade Interests

18. It is unclear what the benefit of reducing or eliminating tariVs on manufactured goods would be for
UK exporters. An EU-Mercosur FTA is unlikely to deliver the same level of economic benefits as an FTA
with another country or regional bloc would due to the relatively low level of UK trade with the region. At
this stage an FTA with Mercosur would probably bring greater benefits to Spain, Sweden and Germany
whose exports amount to more than the UK’s.

19. However, UK importers are likely to benefit greatly, particularly the food and drink manufacturing
industry, whichwould benefit from a reduction of the high tariVs applied by the EU to agricultural and food
product exports fromMercosur. EU tariVs range from 19% to 75% on these products, which form the bulk
of EU imports from the region. This could boost the UK’s export performance in other markets (the UK
is the 5th largest food and drink exporter in the world), as well as supporting the manufacturing sector, of
which the food and drink industry is the largest sub-sector.

Chapter 5—Trading Environment withMercosur markets

Argentina

20. Argentina is richly endowed with natural resources. Its agriculture and agro-industries have
traditionally been important and it is a net exporter of oil and gas. Argentina’s most important industries
are food and beverages, chemicals, petrochemicals and automotives.

21. The economic crisis in 2001–02 resulted in the devaluation of the Peso (previously pegged one to one
with the dollar) but it encouraged a process of import substitution in sectors such as textiles and metal
mechanics. The devaluation also stimulated export orientated sectors such as the steel and edible oils
industries. Exports accounted for 24.6% of nominal GDP in 2005.

22. Investment rates have been sensitive to external shocks and the availability of external finance.
Between 1999 and 2002 fixed investment contracted as the economy went into recession ending at 12% of
GDP in 2002. During 2003 to 2005 investment increased by 31.8% per year lifting the investment/GDP ratio
to 21.5% of GDP.

23. Trade between the UK and Argentina is predominantly influenced by bilateral rather thanMercosur
related issues. Most British companies in Argentina are aVected more by internal political issues than by
regional considerations.

24. Barriers to trade that UK companies face are not Mercosur related. The obstacles tend much more
to be in terms of internal Argentine trade regulation, at a national and provincial level, or (depending on
the sector) in terms of Argentine government intervention, including price control. This is particularly,
though not exclusively, the case in a sector like oil and gas.

25. The key relationship within Mercosur is between Argentina and Brazil (and some would argue also
between these two andVenezuela, since the latter became a full member earlier this year). Relations between
the larger countries and the two smaller members, Uruguay and Paraguay, are at best irrelevant. It is quite
clear that Argentina and Brazil do not take seriously the economic needs of their smaller neighbours, who
entirely lack the political or economic clout to impose them.

26. An illustration of the asymmetry of Mercosur is a discussion between Argentina and Brazil reported
in the local commercial press of eliminating the dollar as the trading currency in bilateral trade between the
two, so transactions would be settled directly in pesos or reales. This demonstrates the lack of interest in a
Mercosur-wide currency.

Paraguay

27. During the five year period between 1998 to 2002 Paraguay’s economy has been severely aVected by
a series of recessions and weak recoveries which has led to GDP to contract by an average of 2% over this
period. Since then, however, the economy has recovered slowly driven by agriculture exports, a boom in
cattle ranching and improved macro-economic management. This has resulted in GDP growth of 3.8% in
2003, 4.1% in 2004 and 2.7% in 2005. Ifmeasured byGDPper head, Paraguay is one of the poorest countries
in Latin America.

28. Contraband products traded around the border town of Cuidad del Este has led to Brazil and
Argentina putting pressure on the Paraguayan government to clamp down on this sort of trade. There are
concerns about the infringements of IPR and the smuggling from Paraguay of a range of goods under a
preferential tax regime for alleged resale to tourists.

29. In the past Paraguay has been unable to redress the unilateral trade restrictions, imposed by
Argentina and Brazil, through Mercosur and this has resulted in increased opposition within Paraguay to
Mercosur during the past few years. However, in June of this year, Mercosur partners agreed to set up a
regional development fund for its smaller members in which Paraguay would be a major beneficiary.
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Uruguay

30. Uruguay’s economy is characterised by manufacturing, commerce and financial services activity
around Montevideo, tourism in the East and arable and livestock farming in the interior. The latter
accounted for 12.6% of GDP in 2004 and manufacturing 18.4% during the same period. Fixed investment
was 10% of GDP in 2004.

31. Uruguay is a founding member of Mercosur but the devaluation of the Brazilian Real in 1999 and
theArgentine Peso in 2002 has resulted inUruguay’s exports to the otherMercosur countries being less than
23% of the total amount. There is currently significant internal debate in Uruguay about its future role in
Mercosur. Many politicians have complained that the two largest members, Brazil and Argentina, do not
fully consider the smaller countries when taking decisions. This is compounded by ongoing problems with
some Uruguayan exports to these countries (eg rice to Brazil). As a result, various sectors want Uruguay
to develop its commercial links with other parts of the world to reduce its dependence on Mercosur. The
Government is currently negotiating a Trade and Investment Framework Agreement (TIFA) with the US.
Many would like this to develop in due course into a Free Trade Agreement, but the Uruguayan
Government appears to be split on the issue.

32. Uruguay’s hallmarks are political stability and low corruption, combined with an open financial
system. These are important assets, given the relative instability of some of Uruguay’s neighbours.
Companies interested in Uruguay appreciate the high general level of education and the overall
infrastructure quality. Uruguay has the highest level of literacy in Latin America and a number of good
universities.

33. The British Embassy have been heavily involved in lobbying for UK companies particularly on fair
excise tax on whisky and on sanitary barriers against the import of bovine hides and skins from the UK.

Venezuela

34. Venezuela became a full member of Mercosur in July 2006, although so far only Argentina and
Uruguay have ratified Venezuela’s admission. Venezuela’s rationale for joiningMercosur is mainly political
andmodels suggest that membership will be of limited economic benefit to the country. Current Venezuelan
exports toMercosur countries are mainly primary products (petrol and derivatives). Principal imports from
Mercosur are agricultural and food products (meats, fats, dairy products and food) and manufactured
products specifically from Brazil (chemical, vehicles, machinery, metal and textile products).

35. At the same time as joiningMercosur, Venezuela indicated its intention towithdraw from theAndean
Community regional bloc, CAN. Members of CAN are Bolivia, Peru, Columbia and Ecuador. As a full
Mercosur member and a preferential partner of the CAN, Venezuela has retained links with both Latin
American customs unions. For the moment Venezuela still retains its CAN preferences (reached through
bilateral agreements) and most tariVs with CAN countries remain at 0%, although negotiations are still
ongoing to determine whether these will continue to be applied.

36. Although all Mercosur countries have been associate members of CAN since July 2005, without a
CAN/Mercosur free trade agreement, other Mercosur countries do not benefit from preferential access to
the Andean Market. Therefore, while the situation remains fluid, for the moment Venezuela seems to oVer
the exporter preferential tariV access to both markets.

37. The sectors that are likely to benefitmost are those areas where Venezuela currently has a competitive
advantage namely: oil and gas goods, services and derivatives, hydroelectric power and associated
industries, tourism, and agriculture specifically fruits and vegetables, fish, dairy products and wool. Certain
Venezuelan sectors will be protected under the Mercosur Adhesion Protocol including: food, livestock,
software, electronic equipment and automobiles.

38. Venezuela has expressed interest in several Mercosur strategic proposals. These include a strategic
energy alliance (Petrosur); the Gasducto del Sur southern gas pipeline through Brazil and Uruguay to
Argentina; the Common Bank of the South (Bansur) as an alternative source of financing to the IMF; a TV
channel of the South (Telesur); and the University of the South. In addition, Mercosur membership should
facilitate special co-investment agreements in infrastructure and strategic projects such as satellites, ships,
medicines, food and consumables.

39. Venezuela has particularly close relations withArgentina, fromwhich it has purchased large numbers
of government bonds during 2006. In December 2006 the Venezuelan government paid out US$135 million
to bail out a failing Argentinean dairy company in exchange for guaranteed supplies of powdered milk and
technology transfer. Relations with Brazil are also close and cordial. Venezuela’s relations with Uruguay
and Paraguay are insubstantial, but good. The two small Mercosur members hope that Venezuela will help
break the dominance in the grouping of the two “bigs”.

40. Venezuela operates an exchange rate mechanism, which controls payment for goods and services and
the repatriation of dividends in hard currency. Only those purchasing goods on an approved government
list are entitled to receive foreign exchange at the oYcial exchange rate. Applications for oYcial foreign
exchange are bureaucratic and time consuming. Dollars are available by legal means through a parallel
exchange market, which operates at a rate approximately 40% higher than the oYcial rate.
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41. Information about work tenders in Venezuela is often diYcult to find. Companies need to establish
good contacts within their respective sector to monitor opportunities. This is best done by regular visits to
the market. Many oil and gas contracts are awarded through single company tender procedures.

42. The Government has placed increased emphasis on social development. Companies submitting
tenders for government work must now compete on three levels: technical specification, price and social
contribution.

43. The Venezuelan British Chamber of Commerce based in Caracas has 132 members representing
companies with UK interests.

Chapter 6—UKTI Regional and Devolved Administration Activity

Argentina

44. There is no substantial activity being undertaken by UKTI in the English regions or Devolved
Administrations. General market events, including Brazil and Chile, have been organised by the East
Midlands highlighting potential trade opportunities. Amarket visit by theWestMidlands region is planned
for February/March 2007.

Paraguay

45. There is no activity being undertaken by UKTI in the English regions or Devolved Administrations.

Uruguay

46. There is no activity being undertaken by UKTI in the English regions or Devolved Administrations.

Venezuela
47. There is no activity being undertaken by UKTI in the English regions or Devolved Administrations.

Associate Members
48. There is no activity being undertaken by UKTI in the English regions or Devolved Administrations.
However, a market visit to Chile by the North West region is planned in February 2007.

Chapter 7—Sector Opportunities

Lifesciences

UK Trade and Investment

50. Under UK Trade and Investment’s new strategy resources and budgets within UKTI have become
more targeted. As a result, with the exception of Brazil, none of the Mercosur markets are a UKTI priority
in this sector. However there are opportunities in some of theMercosur markets that are highlighted below.

Argentina

Pharmaceuticals

51. Argentina is the third largest producer of medicines in Latin America, behind Mexico and Brazil,
accounting for 10% of the total production in the region. In 2005, the sector showed positive results when
total pharmaceutical sales grew by 5.38% to reach 5,520 million pesos (US$1.8 billion). Together Mexico,
Brazil and Argentina are calculated to be worth US$35 billion and expected to reach a market value of
US$52 billion at retail prices by 2011, with growth expected in both overall and per capita expenditure.

52. Pharmaceuticals, finished medicines, intermediate goods and chemical raw materials, have
traditionally ranked among the top five UK exports to Argentina. GlaxoSmithKline and Astra Zeneca are
long established investors with local manufacturing facilities for both the domestic and export markets.

53. Pharmaceutical companies of Argentine origin have a 51% market share and an increased
participation in the growing generics pharmaceutical market. These companies to various degrees are
seeking to expand their export markets. They already have highly trained staV and in order to become
international players they are incorporating higher quality standards. Local companies have incorporated
new production lines, brought packaging equipment and tablet compression tooling equipment from the
UK and are sourcing chemicals. There are opportunities for UK companies seeking qualified partners for
regional marketing and distribution. AlsoUK companies seeking to undertake clinical trials will encounter,
such as other EU and US companies do, lower costs and easy access to bilingual doctors—many of who
have trained overseas.
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54. The sector currently lacks a specialised strategic plan and a consensus on public policies to encourage
the higher production and a greater emphasis on exports. Thewithholding tax on exports of pharmaceutical
products and local price controls onmedicines are obstacles to reach full industrial potential and companies
complain about the lack of public policies and incentives to encourage further development.

Biotechnology

55. Despite the biotechnology sector in Argentina still being in its infancy it has been an active sector for
the past 20 years. Although there are no technical limitations and Argentina does have excess scientific
capacity there does remain a lack of commercial expertise.

56. The ANPCYT Agency finances research, development and innovation activities. Resources come
from national budget’s contributions and Inter-American Development Bank (IADB) credits. It operates
through the Scientific and Technological Research Fund (FONCYT) and Argentine Technological Fund
(FONTAR).

57. Biotechnology application has largely impacted on the Pharmaceutical Industry sector, where the
long tradition on biomedicine and the active national industry combine. Local pharma controls almost 50%
of the market and, 4% of total annual sales (US$2 billion) correspond to Biotech products, protected by
Argentine patent law.

58. There have been some significant results in pharmaceutical biotechnology with DNA recombinant
medicines that are being exported but the area that oVers most potential opportunities is crop plants
biotechnology. Argentina, albeit lagging behind Brazil, is poised to become a world player in the supply of
biofuels derived of GM crops. Locally produced biopharmaceuticals include human insulin, interferons,
erythropoietin, colony stimulating factors and growth hormone.

59. Argentina was the first country in the world to develop genetically modified cows, capable of
excreting in their milk human growth hormone. Gene therapy has also developed in the country, mainly
directed to oncology and to revascularization (arteriolar growth in severe coronary artery disease). In the
human diagnosis sector, detection kits including biotech-derived markers and monoclonal antibodies have
been designed locally for infectious diseases such as Chagas, Cholera, Hepatitis B and C and AIDS.

60. The result of the proper regulatory environment, the development promotion policies and
biotechnology application for the past ten years, has converted Argentina into the second country producer
of GMOs, after the United States. During 2004, Argentina exported GM crops for US$6 billion. These
events included varieties tolerant to herbicides and insect resistant, which resulted in a US$500 million
expense cut in chemical products.

61. The Foro Argentino de Biotecnologı́a (FAB) is a non-profit foundation representing the most
outstanding enterprises in the biotechnological sector that focuses on biotechnology diVusion and
promotion throughout the country. FAB brings together the business and scientific communities with the
local government to jointly develop strategies and policies.

Healthcare

62. With the exception of Nagor mammary implants (in 2005 the export of these implants totalled about
£90,000), tablet compression tooling and some diagnostics equipment, UK exports of medical devices have
not been significant. Health services have not attracted UK investors, although a few UK universities have
made introductory contacts to promote continued education courses in nursing and primary care. Subject
to multilateral funding agencies such as the Inter-American Development Bank (IADB) and World Bank
financing these projects, this may become an area that will provide some opportunities for UK companies.

Paraguay

63. The British Embassy in Paraguay is closed and therefore no information on this sector is available.

Uruguay

64. Uruguay is one of only four countries in the world that produce vaccines for anthrax. This is one of
the many Lifescience areas that gives Uruguay a prominent role in the region. The high quality of local
education and the advanced level of the scientific community have attracted important players on the world
scene to establish joint ventures with Uruguayan laboratories. Some of these include: CAMR Health
ProtectionAgency,UK; Special PathogensReferenceUnit (SPRU),UK; Pasteur Institute (the only Pasteur
Institute in Latin America, opened December 2006); and United States Department of Agriculture

65. The main global pharmaceutical laboratories have representatives or research facilities in Uruguay.
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Venezuela

66. After a dramatic decline in 2002–03, Venezuela’s pharmaceutical market has re-emerged as a star
performer of the Latin American region. Uruguay and Venezuela led the Latin American pharmaceutical
market in per capita unit sales in 2005. UK Lifescience companies GlaxoSmithKline, Astra Zeneca and
Unilever are active in the Venezuelan market mainly supplying private healthcare needs and the consumer
market. There are Mercosur proposals for regional economic alliances to include diVerent industries such
as pharmaceuticals, where harmonisation of standards and procedures should lead to improved regional
trade opportunities.

Financial Services

UK Trade and Investment

67. Under UK Trade and Investment’s new strategy resources and budgets within UKTI have become
more targeted. As a result, with the exception of Brazil, none of the Mercosur markets are a UKTI priority
in this sector. However there are opportunities in some of theMercosur markets that are highlighted below.

Argentina

68. The Financial Services sector was one of the hardest hit by the 2001–02 crisis, and many areas are
still struggling to recover. The banking and pensions industries remain in crisis. Insurance is recovering
slowly while the capital markets remain small and largely underdeveloped. However, opportunities could
exist in PPP/PFI and project finance; the reform of public financial institutions; reform of the regulatory
framework and private banking.

Banking

69. After a period of consolidation during the 1990s, at the time of the crisis 100 banks served Argentina.
This number has continued to reduce to 73 today. The market is dominated by two large public banks,
Banco de laNacion and Banco de la Provincia (Buenos Aires) which, together with other public banks, hold
45% of all deposits. Large foreign banks hold 35% of deposits and include important players such as BBV,
Santander, HSBC, Citibank and BankBoston. The rest of the sector comprises of national private banks,
many of which have been growing aggressively, as foreign banks look to reduce their exposure.

70. While the level of deposits is now stable and interest rates have fallen, banks continue to find it
diYcult to lend.Demand for consumer credit remains depressed as consumers opt for short-term investment
instruments, and borrowers’ demand is focused on short-term working capital rather than longer-term
growth-oriented investment. Lack of confidence and a lack of regulatory certainty are the system’s major
constraints with political and economic uncertainty delaying both personal and corporate investment
decisions.

71. In contrast, the prevailing uncertainty in the domestic system is pushing investors to look oVshore.
As a result, private banking opportunities are increasing in areas related to booming sectors of the economy,
particularly export related industries earning hard currency such as agriculture, food and drink.
Furthermore, opportunities may exist in the much needed restructuring of the public banks and in March
2004 a supervisory body was formed to oversee financial regulation. Although it is unclear how this will
interact with the Central Bank and other regulatory bodies.

72. In addition opportunities exist in specialised banking services, which have been doing better, where
there should be scope for activities such as leasing and factoring.

Insurance

73. The 2002 devaluation reduced the size of the insurancemarket by over 50% toUS$3 billion.However,
since then the industry has shown a gradual recovery and byMarch 2004, annual premium income reached
AP$10 billion (US$3.3 billion). Of this, AP$6.3 billion (US$2.1 billion) corresponded to non-life and
AP$3.7 billion (US$1.2 billion) to life, personal accident and healthcare. This represents an increase of 6%
over the previous year.

74. Argentina’s insurance market’s total assets at the end of 2004 totalled AP$13.7 billion (US$4.7
billion), 60% of which are in public bonds. However, the majority of structural problems resulting from
defaulted debt, pesification and devaluation have now been solved through negotiation with policy holders
and creditors. The regulator has proved flexible in allowing insurance companies to regain solvency while,
legislation introduced inApril 2003 nowpermits all insurers to place up to 50%of their assets overseaswhich
considerably eases reliance on non-performing public debt. There are no limitations on the foreign
ownership of local insurers. Indeed around 45% of the non-life market is understood to be in the hands of
overseas companies.



3703271026 Page Type [O] 11-07-07 22:17:49 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 149

75. The industry has largely restructured and is now seeking opportunities to expand through the
introduction of new technology, reduction of costs and expansion of client bases. Key players in the sector
include Aon, Marsh & McLennan, Willis, Mapfre, Zurich, AGF Allianz, La Caja, Sancor, HSBC, Royal
& Sun Alliance.

Reinsurance

76. The economic crisis and a hardening of the reinsurance market worldwide, has prompted higher
reinsurance rates and stricter terms and conditions for the Argentine market. Reinsurance is now written
in AP$ instead of US$, with the inclusion of stability clauses. Reinsurers registered in Argentina or placed
by reinsurance brokers authorised to operate in the country must write reinsurance placed abroad. The
market has shrunk considerably as a result of the shift from US$ to AP$ contracts. The lack of large-scale
capital investment and a slow recovery in the retail insurance sector mean that the market remains largely
stagnant.

Investment Funds

77. In June 2001 over US$8 billion was managed by some 243 investment funds. Since devaluation, the
expansion of thismarket has come to an abrupt standstill andmany existing funds have been dismantled. By
April 2004, 187 funds existed (50 of which were in the process of liquidation) administered by 36 companies
managing US$2.8 billion (AP$8 billion) of assets and in February 2005 this was 165 funds in managing
US$2.8 billion.

78. The market is now showing signs of a partial recovery and 2003 saw a reactivation of the pesomarket
due in part to the continued problems of the banking sector able to provide little credit. Given the continued
diYculties in the banking and pensions sectors, and the availability of private capital, the investment fund
market would appear to have a good opportunity to grow through the development of new products based
on overseas funds, futures and derivatives, none of which are currently available.

79. The economic recovery is, however, creating niche opportunities for lending and mergers and
acquisitions. In addition to the acquisition of distressed debt, there have been a number of high profile
acquisitions in the regulated sectors (energy and telecoms) where local funds have been particularly active.
These opportunities are highly specialised due to the highly perceived risk caused by lack of political and
judicial stability.

80. However, while many of the distressed debt opportunitiesmay now have passed, the strong economic
recovery coupled with continued uncertainty in the banking sector should present good investment
prospects particularly in export-oriented small and medium enterprises and some larger businesses seeking
to exploit Argentina’s increased competitiveness.

Capital Markets

81. The equity market in Argentina is underdeveloped compared to other emerging economies. While
some of themajor provincial cities have their own stock exchanges most rely on shares traded on the Buenos
Aires market, with the exception of some specialist products such as cereals in Rosario and wine in
Mendoza.

82. Low liquidity, high taxes, frequent changes in regulations and bureaucracy are serious problems that
have seen a trend towards delisting in the period up to and immediately following the crisis. However, since
then, the stock market has performed strongly and volumes have increased as it oVered one of the few
alternative investment vehicles for those untrusting of the banking sector. In May 2005 the Buenos Aires
Stock exchange had 106 shares listed, 71 corporate bonds and 142 financial trusts. However, despite this
and the high cost of credit elsewhere, local markets have seen few flotations. There are recent signs that with
government encouragement and some successful restructuring of corporate debt, more large Argentine
companies may seek to raise capital through the stock market.

83. The Government’s planned reform of the capital markets that was proposed prior to the crisis is now
at a standstill.

PPP/PFI

84. Argentina’s default means that access to the international financial markets is now severely restricted
while the requirement to maintain and improve infrastructure continues to increase. The government is
currently attempting to meet these needs through conventional procurement systems and the formation of
a series of trust funds designed to assist infrastructure development. Until a successful debt restructuring is
complete, it will be diYcult to attract private funds. Even after a restructuring, the government will have
severe budgetary limitations and will need to consider PFI. The Municipality of Buenos Aires, who have
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re-negotiated their debt, are planning to expand the Underground network of Buenos Aires through PFI
and will be appointing financial advisers later this year. The national state bank, Banco de la Nacion, are
working to set up a pilot PFI to create confidence in the system.

UK Argentina Memorandum Of Understanding

85. InMay 2001 UK and Argentina signed aMemorandum of Understanding, which will ensure greater
co-operation in tackling the abuse of financial rules and regulations. It also opens the way for UK
investment service firms to access the domestic Argentine market, and for Argentine securities to be traded
on the UK exchange.

86. All regulation in the financial services sector is domestic and therefore Mercosur membership has
no impact.

Paraguay

87. The British Embassy in Paraguay is closed and therefore no information on this sector is available.

Uruguay

89. The UK is the largest holder of Uruguayan foreign debt, and several British investment funds hold
Uruguayan bonds which is estimated to be worth over US$2.5 billion (Source:Walter Cancela, President
of the Central Bank). The Uruguayan Central Bank and the Ministry of Economy and Finance channel
most of their financial operations through the City of London.

90. The Uruguayan authorities have expressed their interest in PPP and the British Embassy have been
active in facilitating contacts with several British consultancy firms (Partnerships UK, Currie & Brown).
The LLP concept has also been introduced to the market due to demand for oVshore registered companies
from local businesses.

91. The biggest asset Uruguay has in terms of demand is the 250 million-plus consumers living in the
Mercosur trade region.Uruguay is a services-oriented country, taking advantage of its key location between
Argentina and Brazil. As a consequence, the country has developed a large financial sector to provide
services to residents of the surrounding countries.

Venezuela

92. The Venezuelan banking sector has been a beneficiary of Government economic policies. Banks have
taken full advantage of the opportunities the Government has provided through the continued application
of the exchange control mechanism, the liquidity expansion and intermediation with the public sector. The
sector has also benefited greatly from high oil prices. This combination of factors has resulted in record
profits since 2003. There are questionmarks, however, over profit sustainability in themedium to long term.
UK banks (HSBC, Standard Chartered) oVer corporate and financial services.

93. UK companies (Royal & SunAlliance, AON, Kingdom, Cunningham & Lindsey) are active in the
asset management, insurance and reassurance sectors particularly in the oil and gas market. KPMG
provides accountancy services.

Aerospace

UK Trade and Investment

94. Under UK Trade and Investment’s new strategy resources and budgets within UKTI have become
more targeted. As a result, with the exception of Brazil, none of the Mercosur markets are a UKTI priority
in this sector. However there are opportunities in some of theMercosur markets that are highlighted below.

Argentina

95. Despite the recent sale of four Jetstream 38s by BAE, an active Rolls Royce Aeroengines operation
serving both military and civilian customers, and the recent inclination of Aerolineas Argentinas and LAN
Argentina (the two largest carriers) to source Airbus rather than Boeing, the Aerospace sector in general is
fairly depressed and oVers limited opportunities.

96. Air transport in the region has been ruled by domestic legislation rather than Mercosur wide rules.
Each member country has its own aeronautical code and there has been no eVort to try and make them
homogeneous. As an example, Argentina had limitations on the foreign ownership of airlines. This was in
practice a barrier to entry for LAN,Chile’s largest airline whowanted to start operations with a local airline.
After years of trying to find a solution to this problem, inmid 2005, after the bankruptcy of SouthernWinds,
LANwas allowed to start operations with a local group fronting the control of the company. In September
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2006, when all other airlines were receiving fuel subsidies and LAN threatened to abandon the market, the
restriction to have the majority of an airline’s capital in local hands was lifted and they are now increasing
the company’s capital with funds from their headquarters in Chile (and hence eligible for fuel subsidies).

97. Decisions on air traYc and slots in airports and routes within Mercosur are handled via bilateral
agreements and not pan Mercosur ones. Similarly, decisions on air safety are homogeneous but only to the
extent all countries mirror American FAA rules.

98. The largest carrier of air freight between Argentina and Brazil is British Airways, whose four times
a week cargo bays can accommodate larger cargo than the regional players and who have a very good
agreement for distribution by land in Brazil. This is also one of the few sectors in which one of the key
barriers to trade have been lifted as foreign investment in airlines is now allowed.

Paraguay

99. The British Embassy in Paraguay is closed and therefore no information on this sector is available.

Uruguay

100. Uruguay has a growing parts industry for the aerospace sector in Latin America. Among the
companies that are looking to supply the major aerospace industries in the region is the British company
NPAerospace, which recently opened a facility inMontevideo. The company plans to manufacture defence
materials such as helmets and body armour, to produce armoured versions of road vehicles, and
manufacture spare parts for the aeronautical industries.

Venezuela

Airlines

101. In recent years theVenezuelan airline sector has suVered from a deteriorating exchange rate, a FAA-
imposed Category II status (since upgraded to Category I in April 2006), a decrease in internal tourism and
conflicting government rules aVecting tax and operations costs. This has led to concerns about the survival
of many domestic carriers. International carriers have also suVered from the failures of the exchange rate
mechanism, and new rules on the transport and storage of cargo. Despite high demand for tickets and cargo
services, international operators struggle to make a profit on flights to and fromVenezuela. British Airways
withdrew from the market in early 2005.

Leasing, components and servicing

102. The markets for both aircraft leasing, and components and servicing are strong due to improved
leasing opportunities. A devaluating currency and threats of new taxes on aircraft imports have reduced
demand for new aircraft. There is no domestic production of aircraft components. All spare parts and
support equipment must be imported. Since there are no large aircraft overhaul facilities in Venezuela,
Venezuelan users of large jet aircraft use external providers particularly US MRO companies for their C
and D checks and for engine work beyond line maintenance.

Satellites

103. Venezuela (in cooperation with Uruguay) has signed an agreement with the Chinese to develop a
Venezuelan Space Centre and to launch the Venesat 1 telecommunications satellite in early 2008. Thirty
Venezuelan professionals are receiving graduate training in China, at the Aeronautics and Aerospace
University. The goal is to train 90 Venezuelans in the areas of space engineering and information
technology. Domestically the Universidad de Los Andes inMerida is to open a four-year Aerospace course.

Defence equipment

104. All of the four armed forces are currently purchasing military hardware and technology. The
Airforce have recently purchased 24 Sukhoi aeroplanes and four Mi-35 combat helicopters from Russia.
The purchase of 12 military transport aircraft from Spain was cancelled due the failure of the US to permit
export licences for US-manufactured components.
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ICT

UK Trade and Investment

105. Under UK Trade and Investment’s new strategy resources and budgets within UKTI have become
more targeted. As a result, with the exception of Brazil, none of the Mercosur markets are a UKTI priority
in this sector. However there are opportunities in some of theMercosur markets that are highlighted below.

Argentina

106. The Argentine ICT sector is fairly impressive with software exports now exceeding those of
Argentine wine and many of the large international blue chip companies such as IBM, Motorola, Hewlett
Packard have established representation in the market.

107. The Argentine online advertising industry is also world class and local companies have developed
a complete campaign for the launch of The Lord of The Rings in Spain and more recently, one of the WPP
group of companies,WMUnited, locally prepared the online launch for a new Pepsi Cola beverage in India.

Paraguay

108. The British Embassy in Paraguay is closed and therefore no information on this sector is available.

Uruguay

109. The related industries for the IT cluster exist in three classes, and include those which:

— Provide direct inputs for the industry. These are software development outsourcing companies,
database and internet services, hardware, etc. In software development alone there are more than
1,600 companies.

— Provide indirect inputs, through access to a pool of trained workers. Uruguay’s IT cluster is
surrounded by a dynamic services industry. Financial services and logistic services are a particular
source not only of sophisticated demand, but also of qualified workers speaking English and
Portuguese, in addition to Spanish.

— Provide a good environment to attract people.Uruguay’s quality of living ismatched only byChile
in Latin America. Montevideo qualifies in most indices as one of the best cities in the region.

110. Relevant institutions include the main chamber for the software cluster, the CUTI (Uruguayan
Information Technology Chamber). There are other initiatives that try to co-ordinate issues like IP
legislation or evolution of communication networks. The CUTI has some specific initiatives for the
Software industry, but it also covers the rest of the information technology industries. Montevideo is also
the HQ of LACNIC, the body which supports ICANN in allocating Internet domain addresses throughout
Latin America and the Caribbean.

111. The software development and software consulting segments are thriving.Uruguay is far from being
a world leader in software, but it is the biggest exporter in Latin America. Brazil’s IT production is much
higher than any of its neighbours as it is focussed on its domestic market, but it only exports $70 million pa
compared to $180 million pa for Uruguay. More than 60% of Uruguay’s IT exports go to Latin America.
Uruguay exports more software than Brazil and Argentina combined. This is probably a sign of the
competitive advantage that Uruguay has in terms of software development, compared to its neighbours,
oVering products in the language of this market.

112. Software industry data in Uruguay is diYcult to obtain for two reasons: (a) there is no consistent
data on exports of services in Uruguay and (b) the exports from Free Trade Zones are not accounted as
country exports. The data on the performance of the industry comes mainly from company surveys,
particularly of the members of CUTI .

113. There are significant tax incentives provided by the Free Trade Zone (FTZ) regime and a decree
giving software companies operating outside FTZs the same tax preferences as FTZs. The FTZs have the
most potential for attracting foreign and national IT investment, because of their stable policy framework,
good telecommunications and logistic facilities, which have improved in recent years with the participation
of foreign capital.

114. In 2003, Tata Consultancy Services (TCS), one of the leading Indian IT consulting companies,
decided to set up a Global Development Centre in Uruguay to serve clients in Latin America. TCS invested
$10 million in cash and $20 million in training and equipment, and claims that the Global Development
Centre in Montevideo will soon employ 2,000 people. It projects $60 million in sales in 2006. When asked
why they decided to invest in Uruguay, company oYcials respond that the most important factors for the
decision were:

— The high levels of advanced education and English and Portuguese language skills.

— The stable political environment.
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— The high quality of living.

— The willingness of the government to negotiate a good deal, particularly conditions to bring
employees from abroad.

115. Artech, an Uruguayan software developer is a worldwide leading company in code-generating
software. Its main product, “GeneXus” reached $20 million and 35 markets last year, the bulk of that in
the United States (Latin Trade, 2005).

Venezuela

116. The Venezuelan Telecommunications Equipment market has grown rapidly in recent years
recovering quickly from a period of contraction in 2003 when local Venezuelan factors compounded the
weaknesses of a world-wide sector. New technologies are being introduced and networks expanded. This
has pushed demand for diVerent platforms and for greater bandwidth. Areas of significant growth include
internet-related equipment, mobile telephony, and private and government-owned telecommunications
centre equipment. All the major international telecommunication equipment providers are present: Cisco
Systems, Lucent, Alcatel, Nortel, Avaya, Siemens, Huawei, and Ericsson. There are also smaller specialised
companies such as Alvario and Adendus (Israel) participating in certain equipment market niches. The
Venezuelan Telecommunications Equipment Market is worth approximately US$600 million (2004)
(Source: Conatel (National Telecom Commission)).

117. To put Venezuela in perspective there are 3.6 million (2005) landline telephones and 12.4 million
(2005) mobiles in use. There are three million internet users and 52,000 (2006) internet hosts (Source: CIA
yearbook). Both private and government sectors are seeking ways to develop a “bridge to close Venezuela’s
social/economical/technological gaps”.

Oil and Gas

UK Trade and Investment

118. Within Mercosur Brazil and Venezuela are priority A markets for UKTI oil and gas trade
development activity. This has been agreed with the industry/government International Oil and Gas
Business Advisory Board. A summary of the sector in Venezuela and the UK’s activity in that market is at
paragraphs 134–141 below. Furthermore although not UKTI priorities there are also opportunities for UK
companies in some of the other Mercosur companies as detailed below.

Argentina

119. Argentina has the third largest gas reserves in South America and in the 1990s it became a net
exporter of gas, exporting some 14% of production in 2004; exports were mainly to Chile and Uruguay.
However the recent shortfalls in supply have lead Argentina to cut its gas exports to Chile, which depends
heavily on imports for power generation; this created some political tension between both countries. Some
analysts think that Argentina’s gas reserves will be fully depleted within the next 10 years, unless the
investment climate improves and new reserves are discovered.

120. Most exploration and production is on-shore but it is likely that future development will include
oV-shore fields, as on-shore production is becoming increasingly mature (20% of wells account for 80%
production). There are more than 30 international operators in the country, the largest being Repsol/YPF,
which has a fully integrated business. Downstream, there are 10 refineries with a combined capacity of about
100,000 cu m/day. There are 4,300 service stations, about 25 million users of natural gas and 1.3 million
natural gas vehicles. BG Group, Shell and BP all have investments in Argentina.

121. The eVect of the 2001–02 crisis on this sector has been severe. The upstream is aVected by the
pesofication of gas tariVs and retenciones (export taxes) on oil products. The downstream gas sector
continues to be aVected by a cap on the well-head price for gas. As a comparison, Bolivia exports gas to
Argentina for US$2.40/BTU, whilst the well head price for Argentine gas is only US$1.40-1.60/BTU;
residential customers pay an even lower tariV of around $0.40/BTU. Although in the medium to long-term
gas prices and tariVs are expected to recover to some extent, the current situation means that the domestic
gas industry is not very attractive and most new investment has stopped. Following devaluation, many
downstream gas companies are now in default to their international creditors.

122. The government is currently trying to renegotiate contracts with the privatised utility companies,
which includes several downstream gas companies. There are also proposals for a new legislative and
regulatory framework for these companies, which is being debated in the Argentine Congress. Several
investors have complained that the proposed legislation would not allow investors a reasonable rate of
return and would deter investment.
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123. As the downstream oil sector is not oYcially regulated, it has not been as severely aVected, however
the government applies strong pressure to retailers in order to keep pump prices low. With an increasing
number of cars switching to gas, petrol consumption has fallen and supply has been aVected with about
1,300 service stations closing since devaluation.

124. In May 2004 the government announced increases in export taxes (retenciones) on fuel: from 0% to
5% for petrol; 5% to 20% on LPG; and rates of up to 45% on crude oil. This has meant that despite the
current high prices for oil, Argentine based firms face restrictions on their oil exports.

ENARSA (Energı́a Argentina SA)

125. In 2004 the Argentine government announced the creation of ENARSA—a new state energy
company. The announcement should be seen in the wider political context of a government elected in 2003
that was opposed to the privatisation of state enterprises in the 1990s. The federal government passed
legislation that ceded all oV-shore concessions (other than those already licensed) to ENARSA. On-shore
concessions remain under the jurisdiction of provincial (state) governments. In May 2005 the government
announced a series of tax breaks/allowances for companies in order to encourage private companies to form
joint ventures/strategic partnerships with ENARSA. Some commentators criticised the tax breaks as being
insuYcient to oVset the risks of working with ENARSA.

126. The government appears keen to develop and explore further blocks oV-shore, but ENARSA does
not have the funding nor the technical expertise to do this. To date, ENARSA is a shell company with no
assets (other than its oV-shore rights). In late 2004 the company opened two service stations in central
Buenos Aires (in partnership with PDVSA), but these were seen as little more than a political gesture.

Paraguay

127. The British Embassy in Paraguay is closed and therefore no information on this sector is available.

Uruguay

128. Uruguay has no fossil fuel resources. ANCAP, the state-owned oil company, is engaged in oil
refining and distribution, alcohol production and the manufacture of portland cement. It has a monopoly
on importing and refining crude oil, which is subsequently distributed by ANCAP and three multinationals:
Texaco, Esso and Petrobras. ANCAP operates an oV-shore mooring station oV the Atlantic coast, where
crude oil is unloaded and brought to the Montevideo refinery by pipeline.

129. Uruguay’s main oil imports have traditionally come fromWest Africa or Russia. Uruguay tends to
buy from whoever oVers the best price. However, Uruguay and Venezuela have concluded several oil-
related agreements in the last 18months. As a starter, Uruguay has oVered technical help with oil extraction
from the Orinoco belt in Venezuela in exchange for cheaper oil supplies. Venezuela has recently supplied
Uruguay with crude oil for refining at low prices and with long-term financing of the purchase at very
reasonable interest rates.

130. A complicating factor is that Venezuelan oil has a heavier composition than the ANCAP refinery
can process. PDVSA (the Venezuelan Oil Company) has oVered to modernise and adapt the refinery.
PDVSA apparently wish to take ANCAP shares in payment, which would give them a significant stake in
the refinery and thereby a base to sell to the Southern Cone. This has put the Uruguayan government in an
awkward position as the governing Frente Amplio coalition, when it was in opposition, promoted and won
a referendum to prohibit the privatisation or demonopolisation of ANCAP. In the meantime ANCAP, in
an attempt to soften its debt burden, has sold 49% of its SOL service stations in Argentina to PDVSA at an
undisclosed price. The ANCAP authorities are trying to make ends meet and analysts believe that it will
inevitably have to agree some sort of foreign partnership (via PPP, or a joint venture) to upgrade its refinery
if it wants to survive.

131. Uruguay’s oil-derived fuels have fallen in quality over the past few years. European cars suVer the
consequences and some manufacturers no longer supply diesel vehicles to Uruguay. This worries the
Uruguayan authorities, as many rich tourists from Argentina and Brazil travel to Uruguay in their
expensive cars. Tourism is Uruguay’s second highest source of income.

Natural Gas

132. Since 2002 natural gas has been transported to Uruguay through a gas pipeline linking Argentina
and Uruguay, constructed by Gasoducto Cruz del Sur (a consortium formed by British Gas, Pan American
Energy, BP and Wintershall).

133. ANCAP is carrying out scientific/geological studies with Petrobras to determine the feasibility of
extracting gas from the Uruguayan continental shelf. The geological stream of gas is mainly under the
Brazilian platform and extends into the Uruguayan platform down to the Punta del Este area.
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Venezuela

134. Venezuela is the world’s ninth largest producer and fifth-largest exporter of crude oil. It has the
world’s largest conventional oil deposits outside the Middle East, with 88 billion barrels of proven reserves
from which it is currently producing between 1.9–2.1 million bpd. In addition Venezuela has an estimated
1.2 trillion barrels of ultra heavy crude of which it is believed 235 billion barrels can be recovered
commercially. From these reserves Venezuela is currently producing approximately 600,000 barrels per day
(bpd) of heavy crude. Venezuela has the second largest proven gas reserves in theWestern Hemisphere, and
the eighth largest in the world (151 tcf). For reasons of energy security and its long-term commercial
potential, Venezuela is not an energy market that can be easily ignored.

135. Petroleos de Venezuela S.A (PDVSA), the national oil company has plans to spend up to US$56
billion to increase production capacity to 5.8 million barrels per day by 2012, but it lacks both the technical
capacity and investment capital to achieve this on its own. Oil production in Venezuela has fallen in recent
years due to: higher than average decline rates; political strife and an antagonistic business environment
which has lead to low investment; and a national oil strike in 2002–03, which has resulted in the dismissal
of approximately 19,500 PDVSA employees. In the run up to elections in December 2006, nationalist
rhetoric has grown increasingly more radical, driven by political rather than economic considerations. If
PDVSA is to come close to achieving its ambitious energy development plans it will need to rely on foreign
support. Publicly Venezuela has turned to Chinese, Russian and Iranian partners, but quietly is also seeking
support from more experienced sources including the UK.

136. ConocoPhillips, Total and Chevron are the three largest international oil company players in
Venezuela, but Shell and BP also have major interests. Hocol has small, but important investments in
marginal fields. BG is looking to re-enter the market. The Wood Group has built up a large presence in the
service market.

137. The UKTI Venezuela Oil and Gas Team based in BE Caracas and the Americas Oil & Gas Unit in
Glasgow has dedicated significant resource to the challenge of engaging UK industry on the opportunities
Venezuela can oVer theUK’s innovative and technology-driven supply chain. Since 2004UKTI has worked
to raise the UK’s profile and involvement in this important market to a stage where Business UK is now
considered a partner of choice for the Venezuelan National Oil Company (PDVSA) and is actively courted
by key Venezuelan industry representative organisations. Significant work has also been done to engage a
sometimes conservative UK supply chain, already kept busy by opportunities in more familiar or closer
markets. These eVorts have led to major business opportunities and a range of contracts won.

138. This integrated package of activity has contributed to many hundreds of UK companies learning
about the opportunities in Venezuela and UKTI services. The partnership and range of activity has
provided a valuable platform to proactively market the UK’s considerable strengths as a world leader in
the energy sector. It has also resulted in major business success for industry—for example, a £5 million
contract signed between Univation and PDVSA for provision of training. Support fromUKTI was central
to this success.

139. UKTI has also looked at innovative ways to influence thinking and market UK strengths—the
North Sea StoryDVDwas developed and funded in cooperation with PDVSA, Shell,WoodGroup, Robert
Gordon University and a range of other industry partners. It provides an overview of the UK’s experience
in developing its oil & gas sector with key messages on community, supply chain development, alliancing,
industry-government partnership and benefits of non-protectionism in developing international capability.
The content has been designed to appeal throughout the value chain—from government and industry
through to grassroots organisations and students. This innovative marketing tool, specifically designed for
Venezuela, is now being rolled out to markets globally.

140. An informal UK/Venezuelan energy dialogue and a Memorandum of Understanding supports
bilateral co-operation in both oil and gas. There are likely to be opportunities for UKSMEs (who are aware
of the risks) in areas of education and training, and the supply of services and equipment. SMEparticipation
is likely to be through joint venture initiatives with local companies.

141. Finally, the UKTI team working with FCO colleagues has also engaged Venezuelan government
and industry on key governance issues such as transparency.

ANNEX A

MERCOSUR ASSOCIATE MEMBERS

Bolivia

142. British trading interests with Bolivia are small (main products: scientific equipment; misc
manufactured goods; industrial machinery; power generation machinery; chemicals and beverages).
Bolivian exports to the UK are higher with the main products exported being furnishings; fruit and
vegetables. (NB, some oYcial statistics for Bolivian exports suggest much greater figures, largely because
they are distorted by the fact that a large number of minerals exported by Bolivia are traded via the London
Metals Exchange.)
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143. Inward investment is limited almost exclusively to the hydrocarbons sector with BG the biggest
player, followed at some distance by BP and Shell. Their interests, and those of possible future investors,
are arguably much more important than the trade dimension. After the traumas of the renationalisation of
the hydrocarbons sector this year, UK investors in the energy sector are united in their demand for real and
permanent legal security and guaranteed contractual stability over the sort of time-scale necessary for their
investments (20–30 years). The only other major UK investor in Bolivia is Unilever, which is manufacturing
shampoo and detergents and has a large share of the domestic market (mostly from acquisitions, a policy
which they are looking to continue).

Trade barriers

144. The main problem that British companies face is the legal security of their investments. The
“nationalisation” of the hydrocarbon companies, allied to calls by the President for the nationalisation of
some of the mining interests have added to the sense of uncertainty amongst foreign investors. There is also
the potential diYculty that the Bolivians insist any disputes arising from such contracts or nationalisations
should be resolved in Bolivian courts, not international ones (despite the existence of a bilateral IPPA with
the UK and with other partners).

145. The Morales government is very strong on the policy that the Bolivian State should control the
natural resources of the country, rather than foreign companies—this has also fed into the idea that
electricity and water should not be allowed to be controlled by foreign investors, which has led recently to
the French company Suez giving up their contract to run the La Paz water company Aguas de Illimani.

Chile

146. Having implemented very successful free trade agreements—most importantly with the EU and
USA—Chile has, up until now, paid mere “lip service” to Mercosur. However, since October 2006 the
trading bloc will benefit from an immediate 40% cut in Chile/Mercosur trade tariVs, plus the agreement aims
to eliminate almost all intra-bloc trade tariVs within the next eight years. Mercosur members will also gain
important trade access to the Pacific rim through Chilean ports.

147. The UK is considered an important trading and investment partner with Chile. Whilst the UK is
fourth largest foreign investor in Chile, UK exports are not as successful as they could be.Whilst UK goods
are expensive, value added products and services can be sold successfully if companies are prepared to build
up relationships over the medium-term and find the right local partner—eg BGGroup and ENAP (US$400
million investment). General knowledge and perceptions of Chile are weak in the UK—the country is
perceived similarly to other South American markets and it is diYcult to convince business interlocutors of
the benefits of getting set up in this stable (political and economic) market and “work” the rest of the region
from a secure, modern Chilean base.

Colombia

148. One problem Colombia faces is their perceived bad image abroad. Media tends to concentrate on
news on guerrilla, narco-traYckers and violence, leaving aside any good stories. Currently, security has
improved to the extent that it is amanageable risk and travelling around the country is less problematic. This
is evident from an increase of 12.3% during 2005–06 of foreign personal and business travellers toColombia.
Similarly, companies that are established in the market operate profitably.

149. Although a good number of business people speak English, it is always recommended to have
commercial information in Spanish and a basic command of the language when planning to do business in
Colombia. British expertise is highly regarded in the Colombian market. There are many opportunities for
British companies in consultancy, advisory and knowledge transfer in many sectors.

150. Most goods may be freely imported without the approval of an oYcial foreign trade institution,
except as required by customs regulations. However trade barriers are present in the form of sanitary
permits/licenses for live animals, genetic material, food, medicines, and cosmetics. Sanitary protocols are
lengthy and a complex processes that require a significant amount of lobbying capacity and dedication.

151. A diYculty for investors involves the instability of the legal and tax frameworks. The frequent
changes make medium to long term planning diYcult for companies looking to do business with Colombia.
A clear example is the high number of tax reforms in the country; in the last 12 years, there have been 10
consecutive tax reforms. Also, for established companies in which the nature of their business involves
intellectual property, there is a problem with the high level of piracy, which is very common in books, CDs,
textiles, cosmetics and spare parts. While the government has made some progress on intellectual property
rights legislation and implementation, mainly as a result of the Free Trade Agreement signed with the USA,
there is certainly room for improvement.
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Ecuador

152. Ecuador is a founder member of the Andean Community (CAN), which is formed by Bolivia,
Colombia, Perú and Ecuador. CAN members are associated members of the South Cone common market
MERCOSUR. The Andean countries benefit from the EU’s Generalised System of Preferences and regime.
With a view to strengthening EU-CAN relations following the Guadalajara and Vienna Summits, the EU
is currently preparing for the start of negotiations for a comprehensive EU-CAN Association Agreement.

153. The Andean Countries have also benefited from the Andean Trade Promotion and Drug
Eradication Act (ATPDEA) with the US. The ATPDEA gives free access to the US for almost all products
produced in the Andean region. The US also initiated bilateral Free Trade Agreements (FTA) with each
Andean country, but negotiations with Ecuador were terminated by the Americans when Occidental
Petroleum were expelled from the country for alleged breach of contract.

154. The future of the CAN is uncertain due to several factors aVecting relations between its member
states and the lack of a unified strategy to discuss commercial issues as a block with other states. APTDEA
will expire on 31December 2006. The implications of losing these preferences for the beneficiary countries—
Bolivia, Colombia, Ecuador and Peru—could go well beyond the economic impact on certain sectors of
their economies in a region that is fragile economically and vulnerable to the consequences of a renewed
pharmaceutical war. As Colombia and Peru are well advanced in the process leading to the ratification of
FTA’s with the United States, the extension of the ATPDEA is important only as an interim measure to
cover the transition period between its expiration and the entry into force of the FTA. For Ecuador and
Bolivia however, the extension of the ATPDEA preferences is critical because of the absence of a new trade
agreement with the United States; their preferential access to the US market will be seriously curtailed at
the end of 2006.

155. EU-CAN talks might also be jeopardised due to the fact that Ecuador launched an attack on the
European Union’s banana import regime at the World Trade Organisation in November, complaining it
was unfair to Latin American producers.

156. In April 2006 Venezuela left the CAN and joined MERCOSUR. The newly elected President of
Ecuador Rafael Correa who takes oYce in January 2007 might follow in the footsteps of Venezuelan
President Hugo Chavez and downgrade Ecuador’s membership in the CAN or, instead, joinMERCOSUR.

157. Currently the most important trade barriers aVecting Ecuador’s trade with the world are corruption
at customs, intellectual property and sanitary and phytosanitary regulations. There are however no specific
trade barriers that aVect trade with the UK.

Peru

158. There is co-operation with Argentina to produce a regional mining newsletter (Global Miner) to
inform UK companies of the opportunities in the market.

159. There is little contact between other Mercosur markets unless there are issues aVecting them. In the
last two years this has in eVect only been exchange of information on oil and gas matters.

ANNEX B

STUDENT AND UNIVERSITY LINKS

Argentina

160. There are a number of links between the UK and Argentine universities. The current academic
links are:

Argentine University/Institution UK University/Institution

Universidad de Belgrano University of Westminster
University of Greenwich
University of Bristol
University of Richmond
Wessex Institute of Technology
BBC.

Universidad Torcuato di Tella European Business School (London).

Asociacion Internacional de Estudios University of London External
Programme.

Universidad de San Andres University of Edinburgh
University College London
European Business School
Bath University
University of Westminster.
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Argentine University/Institution UK University/Institution

Universidad de Norte Santo Tomas Aquino University of Surrey
University of Manchester.

Universidad del Salvador University of Manchester
University of Glasgow
Royal Agriculture College.

IAE London Business School.

Universidad Catolica de Cordoba University of Essex.

Universidad Nacional de Cordoba St Andrew’s University
University of Nottingham
University of Westminster.

161. The number of Argentine students currently studying in the UK is 400 in higher education; 90 in
further education and 1,900 studying English language.

Paraguay

162. No statistical data available.

Uruguay

163. No statistical data available.

Venezuela

164. During 2004–05 there were 95 Venezuelans studying first degree and other undergraduate courses
in the UK. There were 140 studying postgraduate taught courses and 95 postgraduate research courses. The
most popular subjects business studies, marketing, law, electrical engineering and politics.

165. The British Council have 750 names in their UK alumni directory for Venezuela. Based on current
trends this figure greatly underestimates the number of UK alumni living in Venezuela. In June 2006Robert
Gordon University signed a five-year contract with the National Oil Company, PDVSA, to train up to 70
postgraduate students on Petroleum Studies Masters Programmes each year. The first group of PDVSA
students left for the UK in October 2006.

ANNEX C

TRADE AND INVESTMENT BRIEFS

C1—Argentina

Trade

£ millions 2004 2005 Jan–June
2006

UK exports 178.68 168.90 106.8
UK imports 272.18 290.89 170.4
Balance "93.5 "121.99 "63.60

In 2005 Argentina was the UK’s fourth largest market in Latin America after Mexico, Brazil and
Venezuela. In 2005 the UK exported goods that totalled almost £169 million to Argentina and imported
£290 million fromArgentina in the same period. Argentina is the UK’s 69th most important export market.
GDP growth was 9% in 2005 and inflation exceeded the government’s expectation at 12.3%. Expectations
for 2006 are inflation at 10% and growth of 8.5%.

Despite the diYcult economic climate, Argentina continues to oVer significant trade opportunities forUK
companies. The most promising opportunities can be found in Argentina’s export sectors such as
agriculture, mining, petrochemicals and the creative industries.

Argentina’s recession of the late 1990s developed into a full economic crisis in 2001–02. The Argentine
peso, which was pegged to the US dollar, was devalued in early 2002 and Argentina subsequently defaulted
on its foreign debt (the highest ever by a sovereign government). In the last few years economic growth in
Argentina has been strong (9.2% in 2005 and 8.5% forecast for 2006) and GDP has recovered from its pre-
crisis levels. It remains to be seen whether growth can be maintained long term whilst keeping inflation in
check. This year inflation is forecast to be 10%.Argentina’s long term recoverywill also depend on structural
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reforms: combating tax evasion, excessive bureaucracy, corruption and an ineYcient judiciary system will
be essential to improve Argentine competitiveness. Improvements in legal and judicial security are needed
to attract, and maintain, foreign investment.

The strict exchange controls that were introduced at the start of 2002 have been eased, importers can now
prepay all their purchases and companies have more freedom to remit royalties and dividends abroad. In
2005 the Argentine government paid oV its IMF debt, although repayments are still needed to cover World
Bank and IADB debts.

Investment

Britain has a long history of investing in Argentina and many well known international companies have
a presence in the market. The UK is the third largest foreign investor after Spain and the US with roughly
5% of total foreign investment.

British Gas, through its subsidiary Metrogas, operates the gas distribution network in Buenos Aires.
Other important British investors include: BP and Shell in the energy sector, Rio Tinto inmining andHSBC
in the banking sector. Over 30 over the UK’s top 100 companies have investments in Argentina.

The current Kirchner government has an ambiguous policy towards foreign investors—it knows that the
country desperately needs FDI, but this has not prevented it from criticising investors for the country’s
economic crisis of 2001–02. President Kirchner also encouraged a blockade against Shell in February 2005
after the company decided to raise petrol prices. Foreign investors have been easy targets for government
complaints about rising inflation price and high levels of poverty. Several foreign investors (including UK
firms) have international arbitration claims against the Argentine government. Most of these claims are
from privatised utility companies, whose tariVs were artificially capped following devaluation.

C2—Uruguay

Trade

£ millions 2004 2005 Jan–Sept
2006

UK exports 30.8 37.5 28.3
UK imports 43.9 59.3 49.8
Balance "13.1 "21.8 "21.5

In 2005 the UK exported goods that totalled £37.5 million to Uruguay and imported £59.3 million from
Uruguay during the same period. Uruguay is the UK’s 105th most important market export market. GDP
growth was 6.6% in 2005 and inflation was 7.6%. Expectations for 2006 are GDP growth at 6.5% and
inflation at 6.5%.

Uruguay’s four years of recession came to an end in 2003 and growth has continued to surge. Government
income and expenditure is under control and Uruguay has been able to comply with its commitments to
the IMF. Uruguay continues to oVer worthwhile business opportunities for UK companies despite its low
population levels (around three million). The most promising can be found in the pharmaceutical,
telecommunications, IT, agribusiness and machinery sectors. The UK share of the market is
approximately 2%.

Uruguay is a Service Level Agreement market (SLA) as far as UKTI services are concerned. This means
only limited UK government support is provided but does involve responding to commercial enquiries;
lobbying in support of UKfirms; responding to, and supporting, of British business visitors; and supporting
British businesses established in the market.

C3—Venezuela

Trade

£ millions 2004 2005 Jan–June
2006

UK exports 187.32 236.17 101.26
UK imports 212.68 394.74 253.21
Balance "25.36 "158.56 "151.95

In 2005 Venezuela is the UK’s third largest export market in Latin America after Mexico and Brazil. In
2005, the UK exported goods that totalled £236 million, up 24% from 2004, to Venezuela and imported
almost £395 million from Venezuela during the same period, an 85% increase of imports in 2004. Venezuela
is the UK’s 56th most important export market. GDP growth was 9% in 2005 and inflation was 14%.
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Venezuela has significant economic potential with the petroleum sector dominating the market’s
economy, accounting for 50% of central government revenue and 70% of exports. Other promising sector
opportunities for UK companies can be found in Venezuela’s power, infrastructure, telecommunications,
education and training and environment sectors. The benefit of high oil prices are trickling down into the
economy and the consumer goods sector is also buoyant. The Venezuelan government now recognises the
importance of diversifying and whilst its current priorities are in the health, education and agriculture
sectors, there are also plans to develop the mineral, power generation and tourism sectors.

Venezuela holds the largest reserves of oil in the Western hemisphere, with a timeline of 170 years, and
is the world’s ninth-largest producer and fifth-largest exporter of crude oil. Venezuela is a founder member
of the Organisation of the Petroleum Exporting Countries (OPEC) alongside Iran, Iraq, Kuwait and Saudi
Arabia. The aim of OPEC is to coordinate and unify petroleum policies among member countries in order
to secure fair and stable prices for petroleum producers; an eYcient and economic supply of petroleum to
consuming nations; and a fair return on capital to those investing in the industry.

Venezuela became a full member of MERCOSUR, the South Cone common market, in July 2006.

Investment

Total UK investment in the market is around US$4.5 billion making the UK the fifth largest foreign
investor. Some of the UK companies who have a presence in the market include BP, Shell, Wood Group,
Holcol, Cadbury Adams, GlaxoSmithKline, Diageo, Unilever and BAT.

Foreign direct investment, including through joint ventures, is encouraged by theVenezuelan government
although bureaucratic obstacles can sometimes create diYculties. Bilateral Double Taxation and IPPA
agreements are in force.

In 2005 PDVSA launched “Plan Siembra Petrolera” aiming at increasing oil production capacity to
5.8 million barrels per day from the 2.5 million barrels per day at present, by 2012. However PDVSA suVers
from a lack of technical capacity but with UK expertise in the sector especially in oVshore oil and gas
production, theUK is seen as a key partner. Venezuela has announced ambitious plans to exploit its oVshore
gas resource and is keen to share the UK’s North Sea experience particularly in the development of its
oVshore supply chain. PDVSA has recently signed a number of high value contracts with UK education
and training institutions to provide oil and gas training to its staV.

An informal UK/Venezuelan energy dialogue and a Memorandum of Understanding supports bilateral
co-operation in both oil and gas.

C4—Bolivia

Trade

£ millions 2004 2005 Jan–June
2006

UK exports 4.9 11.2 2.92
UK imports 10.79 14.27 5.78
Balance "5.89 "3.1 "2.87

In 2005 theUK exported goods that totalled £11million to Bolivia and imported goods worth £14million
from Bolivia during the same period. Bolivia is the UK’s 151st most important export market.

Bolivia has one of the poorest economies in Latin America and relies heavily on external development
and budgetary assistance. Previous governments had opened up the Bolivian market by the privatisation
of the major state monopolies in the hydrocarbons, electricity, telecommunications and mining sectors.
However the government of Evo Morales (which came into power in December 2005) had made one of its
campaign slogans the re-gaining of control over Bolivia’s natural resources, and one of the first policies was
the “nationalisation” of the hydrocarbons sector. The gas companies (including BG and BP) had to sign
new contracts returning the reserves to the government, and forcing them to work in partnership with the
state hydrocarbons company YPFB (Bolivia has the second largest reserves of gas in South America).

Bolivia is an associate member of MERCOSUR and a member of CAN (Community of Andean
Nations).

Bolivia is a Service Level Agreement market (SLA) as far as UKTI services are concerned. This means
only limited UK government support is provided but does involve responding to commercial enquiries;
lobbying in support of UKfirms; responding to, and supporting, of British business visitors; and supporting
British businesses established in the market.



3703271026 Page Type [O] 11-07-07 22:17:49 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 161

Investment

There are a number of UK companies with a presence in Bolivia, notably in the hydrocarbons sector.
It is estimated that British foreign direct investment in Bolivia amounts to US$800 million.

C5—Chile

Trade

£ millions 2004 2005 To Sept
2006

UK exports 135.32 151.92 112.00
UK imports 483.89 485.25 410.72
Balance "348.57 "333.33 "298.72

Chile is the fifth largest export market in Latin America after Mexico, Brazil, Argentina and Venezuela.
In 2005 the UK exported goods that totalled almost £152 million to Chile and imported £495 million from
Chile during the same period. Chile is the UK’s 75th most important export market. GDP growth was 6%
in 2005 and inflation was 3.7%—similar figures are expected for 2006.

The UK’s main exports to Chile are beverages, specialised machinery and power generation whilst the
UK’s main imports are wine, copper and frozen chicken (the UK receives around 25% of all chicken exports
from Chile). Chile is the world’s largest producer of copper, which made up 40% of the country’s exports
in 2005.

Chile is widely seen as one of the most stable economies in Latin America with low inflation, free market
principles and continued GDP growth. UK companies need to demonstrate a medium-term outlook to the
market, find the right Chilean business partner and be prepared to negotiate on product prices in a
competitive environment.

Chile has actively pursued a range of bilateral and multilateral agreements in order to increase its global
competitiveness. The European Union and Chile signed a Free Trade Agreement, replacing the EU/Chile
Framework and Cooperation Agreement of 1996, which came into eVect on 1 February 2003. The Treaty
establishes an area of free trade in goods, services, pubic contracts, liberalisation on investment and capital
flows and protection of IPR. Around 91% of European products could be imported tariV free and 85% of
Chilean products tariV free to the EU. All remaining tariVs will be phased out by 2010.

Chile also has bilateral and multilateral free trade agreements (FTAs) with the US, Mexico, Canada and
South Korea. The Chilean government are also negotiating FTAs with China and India and a “trilateral”
agreement with Singapore and New Zealand.

Investment

The UK is the fourth largest foreign investor in Chile after the United States, Spain and Canada.
Investments are spread over a large range of sectors and leading investors include Rio Tinto and Anglo
American in the mining sector; HSBC and Royal Sun Alliance in the financial services sector. Major
opportunities exist in the energy sector—U$10 billion of projects planned—including renewable energy.

Up until 2002 Chile experienced a boom in public infrastructure development, primarily through a PPP/
PFI system of concession of public works to private companies. Over US$6 billion has been adjudicated
over the last decade. Future challenges lie in more complex PPP projects such as hospitals, transport, and
education. Current healthcare reforms have called for three hospital PPP pilot projects to be put out to
tender by 2007 with a value of US$150 million. A major reorganisation of Santiago’s public transport
system is underway.

The full range of ECGDcredit facilities is available, includingmedium term export credits and investment
insurance. The premium rates are probably the lowest in the region, reflecting Chile’s excellent economic
record and low risk rating (an A rating by Fitch).

A Double Taxation Agreement and an Investment Promotion and Protection Agreement (IPPA) are
in force.

C6—Colombia

Trade

£ millions 2004 2005 Jan–June
2006

UK exports 116.67 117.86 58.42
UK imports 283.82 303.42 134.23
Balance "167.15 "185.56 "75.81
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Colombia is the UK’s sixth largest export market in Latin America after Mexico, Brazil, Venezuela,
Argentina and Chile. In 2005 the UK exported goods that totalled almost £118 million to Colombia and
imported £303 million from Colombia during the same period. Colombia is the UK’s 81st most important
export market. GDP growth was 5.1% in 2005 and inflation was 4.9%.

Boosted by a strong export performance and relatively high oil products, Colombia has emerged from
its worst recession in 60 years. Colombia’s economy is diverse and relatively advanced and continues to oVer
trade opportunities for UK companies. The most promising opportunities for UK companies can be found
in Colombia’s agriculture and environment sectors.

Colombia is a member of the Andean Community of Nations (CAN) alongside Bolivia, Ecuador and
Peru. The aim of CAN is to achieve amore rapid, balanced and autonomous development throughAndean,
South American and Latin American integration, including duty free access with the other Andean nations.
InFebruary 2006, Colombia signed a free trade agreementwith theUSwhich, if ratified by theUSCongress,
will take eVect from early 2008.

Security in Colombia is amanageable risk andmany companies operate profitably. Instability of the legal
and tax frameworks, to which frequent changes are made, make medium to long term planning diYcult for
companies looking to do business with Colombia.

Investment

TheUK is one of the largest foreign investors in Colombia with BP being theUK’s single largest investor.
Other UK companies that are particularly active in the oil and gas, mining, pharmaceutical and insurance
sectors include Unilever, Royal Sun Alliance, Astra Zeneca and GlaxoSmithKline.

SAB Miller, a South African company that is based in London and quoting on the London Stock
Exchange, acquired Colombia’s biggest brewery, Bavaria, last year. Through this deal SAB Miller has
become the number one foreign investor in Colombia.

C7—Ecuador

Trade

£ Millions 2004 2005 Jan–June
2006

UK exports 31.1 30.8 18.9
UK imports 42.4 42.0 21.2
Balance "11.3 "11.2 "2.3

In 2005 the UK exported goods that totalled £30.8 million to Ecuador and imported £42 million from
Ecuador during the same period. Ecuador is the UK’s 112th most important export market. GDP growth
was 2.7% in 2005 and growth is expected to be 4.3% in 2006.

As one of Latin America’s largest crude oil exporters the economy is largely dependent on petroleum
production. Ecuador is the world’s leading exporter of bananas and a major producer of agricultural and
fishery commodities.

Ecuador is a Service Level Agreement market (SLA) as far as UKTI services are concerned. This means
only limited UK government support is provided but does involve responding to commercial enquiries;
lobbying in support of UKfirms; responding to, and supporting, of British business visitors; and supporting
British businesses established in the market.

Investment

A number of UK companies have a presence in Ecuador including Unilever, GSK, SAB Miller, Lloyds
TSB and Shell although most foreign direct investment is largely confined to the oil sector.

C8—Peru

Trade

£ millions 2004 2005 Jan–June
2006

UK exports 42.03 46.43 26.02
UK imports 135.28 126.52 84.85
Balance "93.24 "80.08 "58.83
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In 2005 the UK exported goods that totalled almost £46.5 million to Peru and imported £126.5 million
from Peru during the same period. Peru is the UK’s 101st most important export market. GDP growth was
6.7% in 2005 and inflation was 1.5%.

Over the last five years the Peruvian economy has been one of the highest performers in Latin America.
Inflation has remained low, GDP has grown on average by 5.1% and the trade balance grew from a deficit
to a surplus. The economic growth has been mainly, although not exclusively, driven by the traditional
export led sectors such as fisheries andmining. Prices ofmetals have increased steadily and production levels
have grown year on year. Most opportunities for UK companies can be found in the mining and
environmental sectors. The Peruvian administration is also keen to develop the tourism and agriculture
sectors.

The new government of Alan Garcia’s APRA party took oYce in July 2006. Indications show that the
prudent finance and economic policies implemented by his predecessor, Alejandro Toledo, will continue to
be taken forward by the new government.

Peru is a member of the Andean Community of Nations (CAN) alongside Bolivia, Ecuador and
Colombia. Peru also has preferential trade arrangements with ATPDEA (for access to the US) and GSP!
(for access to the EU). A Free Trade Agreement with the US is awaiting ratification by Congress and Peru
hopes to begin FTA negotiations with the EU and its other Andean Community partners early next year.
Peru is also active in the Asia Pacific Economic Cooperation (APEC) and WTO.

The Peruvian economy is completely open to foreign trade and doing business in Peru is no more diYcult
for foreign companies as it is for domestic operations. Foreign companies can operate in Peru on the same
terms as local companies either wholly as a subsidiary in conjunction with a Peruvian partner or on a joint
venture basis.

Investment

The UK is the third largest investor in Peru after Spain and the US with 14% of the market share (as of
June 2006). The largest investments are in the mining, communications, transport, pharmaceuticals,
insurance and banking and tourism sectors.UK investments in themining sector totalledmore thanUS$800
million in 2005 and, at June 2006, it is US$638 million.

UK companies that have a presence in themarket include Rio Tinto, BHPBilliton, Shell, BAT, Unilever,
Astra Zeneca, GlaxoSmithKline, Diageo, Menzies Aviation, Orient Express, HSBC, Cadburys and
ABMEC.

The Peruvian government has double taxation agreements with Canada and Chile and is in talks with
several other countries. There is an Investment Promotion and Protection Agreement with the UK.

ANNEX D

COMMERCIAL RESOURCE IN POST

Full Time

2005–06 2006–07 2007–08

Colombia 4.4 4.4 4.4
Ecuador* 3.4 3.4 3.4
Venezuela 5.0 5.0 5.0
Peru 4.6 4.6 4.6
Brazil 39.0 38.0 41.0
Bolivia* 2.2 2.2 2.2
Paraguay 0.0 0.0 0.0
Chile 6.7 6.2 6.2
Argentina 7.8 7.8 7.8
Uruguay** 1.9 1.9 1.9

*The FCO provide only a limited commercial service on behalf of UKTI. This involves responding to
commercial enquiries; lobbying in support of UK firms; responding to, and supporting, of British business
visitors; and supporting British businesses established in the Market.

** Under the new UKTI strategy and resource restructuring Uruguay is due for closure in March 2008.
This will mean that no substantive commercial assistance will be provided after this date, although lobbying
on behalf of UK companies on a case-by-case basis will be carried out.
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ANNEXES E–F

(not printed here)

ANNEX G

TRADE STATISTICS—ASSOCIATE MEMBERS MAIN TRADING PARTNERS 2003–05

G1—Bolivia

Top 10 Import Sources (US$ million)

Rank Partner 2003 2004 2005

1 Brazil 343 487 514
2 Argentina 281 296 391
3 USA 303 260 325
4 Chile 122 111 162
5 Peru 104 127 152
6 Japan 83 105 143
7 China 85 107 136
8 Colombia 48 61 57
9 Mexico 35 36 51
10 Germany 37 37 45
17 UK 13 11 20

Total Imports 1,616 1,887 2,343

Top 10 Export Markets (US$ million)

Rank Partner 2003 2004 2005

1 Brazil 496 714 1,016
2 USA 236 360 409
3 Argentina 57 132 264
4 Colombia 170 120 179
5 Venezuela 155 244 159
6 Japan 19 68 134
7 Peru 89 138 126
8 Switzerland 166 52 107
9 Republic of Korea 17 57 60
10 UK 33 54 59

Total Exports 1,598 2,254 2,797

G2—Chile

Top 10 Import Sources (US$ million)

Rank Partner 2003 2004 2005

1 Argentina 3,766 4,146 4,804
2 USA 2,531 3,440 4,709
3 Brazil 2,025 2,778 3,797
4 China 1,289 1,847 2,541
5 Angola 64 431 1,197
6 Germany 696 826 1,178
7 Peru 420 696 1,107
8 Republic of Korea 540 697 1,076
9 Japan 643 797 1,017
10 Mexico 480 619 762
19 UK 180 218 267

Total Imports 17,376 22,401 29,857
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Top 10 Export Markets (US$ million)

Rank Partner 2003 2004 2005

1 USA 3,570 4,569 6,248
2 Japan 2,243 3,697 4,536
3 China 1,817 3,212 4,390
4 Netherlands 799 1,654 2,301
5 Republic of Korea 1,006 1,804 2,214
6 Brazil 855 1,403 1,729
7 Italy 924 1,339 1,658
8 Mexico 910 1,307 1,582
9 France 743 1,286 1,388
10 Canada 393 778 1,069
15 UK 694 857 616

Total Exports 20,077 30,895 38,596

G3—Colombia

Top 10 Import Sources (US$ million)

Rank Partner 2003 2004 2005

1 USA 4,113 4,807 6,033
2 Mexico 744 936 1,757
3 China 689 1,245 1,617
4 Brazil 769 1,352 1,383
5 Venezuela 727 1,052 1,219
6 Germany 612 687 774
7 Japan 643 695 705
8 Republic of Korea 338 507 594
9 Ecuador 410 380 529
10 Argentina 257 321 412
21 UK 164 210 190

Total Imports 13,881 17,100 21,204

Top 10 Export Markets (US$ million)

Rank Partner 2003 2004 2005

1 USA 6,160 7,042 8,852
2 Venezuela 694 1,623 2,098
3 Ecuador 779 1,011 1,324
4 Peru 395 544 710
5 Mexico 358 525 611
6 Dominican Republic 342 437 583
7 Spain 197 212 518
8 Netherlands 301 386 440
9 Italy 285 361 439
10 Belgium 228 289 368
13 UK 184 280 320

Total Exports 13,092 16,730 21,190
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G4—Ecuador

Top 10 Import Sources (US$ million)

Rank Partner 2003 2004 2005

1 USA 1,227 1,323 1,843
2 Colombia 901 1,107 1,383
3 Brazil 398 508 685
4 China 482 704 622
5 Venezuela 382 559 451
6 Chile 315 368 410
7 Republic of Korea 252 272 400
8 Peru 154 206 365
9 Japan 311 353 347
10 Argentina 164 281 346
20 UK 54 65 70

Total Imports 6,534 7,861 9,609

Top 10 Export Markets (US$ million)

Rank Partner 2003 2004 2005

1 USA 2,452 3,265 4,941
2 Peru 633 601 869
3 Panama 244 1,088 678
4 Colombia 362 282 471
5 Italy 377 354 381
6 Russian Federation 261 270 307
7 Chile 67 123 301
8 Spain 146 109 210
9 Germany 207 193 198
10 Netherlands 113 123 197
18 UK 57 73 69

Total Exports 6,038 7,606 9,869

G5—Peru

Top 10 Import Sources (US$ million)

Rank Partner 2003 2004 2005

1 USA 1,566 1,981 2,220
2 China 640 768 1,058
3 Brazil 549 698 1,028

4Ecuador 651 668 914
5 Colombia 499 779 773
6 Argentina 525 560 724
7 Chile 429 471 616
8 Venezuela 314 693 528
9 Japan 369 359 446
10 Germany 242 273 401
21 UK 77 82 97

Total Imports 8,414 10,101 12,502
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Top 10 Export Markets (US$ million)

Rank Partner 2003 2004 2005

1 USA 2,318 3,604 5,257
2 China 675 1,236 1,861
3 Chile 416 635 1,129
4 Canada 135 325 1,022
5 Switzerland 672 282 786
6 Japan 390 552 604
7 Spain 289 417 558
8 Netherlands 140 384 535
9 Germany 255 382 515
10 Brazil 231 356 453
17 UK 1,082 1,127 233

Total Exports 8,749 12,435 17,114

APPENDIX 27

Further supplementary memorandum submitted by UKTI

A—JETCO RECOMMENDATIONS AND PROGRESS

1. Encourage the relevant authorities in each country to address issues that have been raised as a priority by
the JETCO workshops.

— Good relationships established and regular meetings are taking place both in Brazil between the
UKTI team in Brasilia and Brazilian oYcials to exchange information and discuss progress and
in London between UKTI and the Brazilian Embassy.

2. Consider and, as appropriate, develop a structured and co-ordinated approach to deliver successful
programmes of events to increase awareness of the opportunities for bilateral trade and investment.

— Collaboration on events such as: BrazilianChamber Lunch for the Foreign Secretary; Brazil Trade
and Investment Conference in London attended by Andrew Cahn;

— Brazil awareness seminars with an engineering focus are being organised in the regions and already
UKTI have organised four in North West, West Midlands, Yorkshire and Humber and London
in the last five months. We are already seeing outcomes eg from the Yorkshire & Humber event
five companies have expressed interest in Brazil which are being followed up.

— A series of emerging markets (including Brazil) seminars have been arranged in the South West
region.

— A sharing of events calendars and strategies on relevant JETCO sectors, encouraging greater
cooperation and participation.

3. Foster co-operation through missions and other initiatives in areas of business development such as SME
internationalisation.

— UKTI stand ready to help organise a visit to the UK from Brazil. Post are awaiting suggestions
from the Brazil Industry Department on possible themes, timing etc.

4. Encourage co-operation between: (a) the Brazilian National Institute forMetrology and Industrial Quality
(INMETRO), and theUKNational Physical Laboratory (NPL) and theUKAccreditation Service (UKAS);
and (b) the Brazilian National Institute for Industrial Property (INPI) and the UK Patents OYce.

— NPL, UKAS and UKPO. UKAS and UKPO are very keen on working with the Brazilians and
would welcome an inward visit as a first step. Awaiting suggestions from the respective
Brazilian bodies.

5. Support a Brazilian mission to the UK during the first half of 2007 focused on technical aspects of the
services sector.

— Inward visit by the Brazilian Ministry of Trade is planned for April 2007 to look at technical
aspects of the services sector such as statistical measurement.
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6. Further co-operation in science and innovation, particularly in the bioscience and nanotechnology sectors
and during the year of science.

— Full programme of events in place for the year of science. Sir David King is attending the opening
ceremony in Brazil on 30 March.

7. Establish partnerships in investment and trade in renewable energies, particularly ethanol.

— Terms of Reference agreed for the UK-Brazil-Southern Africa bioethanol partnership and first
meetings held in December.

8. Support the negotiations between Brazilian and British institutions for a joint project in the electronic sector
particularly on electronic displays.

— Negotiations concluded and contract awaiting signature for the CambridgeDisplay Technologies.

9. Promote co-operation on strategic sectors specifically: aerospace and aviation; financial services; and
healthcare.

Aeropace

— The four companies that participated in the 2005 mission to Brazil are all developing business in
Brazil as a result.

— UKTI Sector Group commissioned an in depth report on the aerospace industry in Brazil.

— This report showed that the industry welcomes the JETCO and wants it to focus on addressing
barriers and highlighting the diYculties of getting into Embraer’s supply chain.

— A UK-Brazil working group is therefore being set up under JETCO to focus on these issues.
Industry has welcomed this.

— The first UK-Brazil Working Group meeting is expected to take place later this year. It will be
made up of UK and Brazil public and private sector.

Financial Services

10. Support the ratification of the Brazil-UK Agreement on the taxation of Air Transport and Shipping.

— Brazilian Minister Furlan will write to relevant authorities in Brasilia to expedite the ratification
of the Agreement on the taxation of Air Transport and Shipping.

11. Examine IPR issues under government leadership, with a view to increasing co-operation including
promoting innovation and transfer of technology initiatives in order to reach adequate level of protection of
intellectual property rights.

— British Embassy, Brasilia has submitted a bid under the Global Opportunities fund to UKPO
experts to visit Brazil to deliver two-weeks of IPR training to Brazilian patent examiners in the
fields of: Biology/Microbiology, Chemistry and Pharmaceuticals; and Electronics,
Telecommunications, Physics, Electricity, Metallurgy, Agriculture, Forestry.

12. Increase UKTI resources in Brazil and the UK in recognition of the importance of Brazil as a trading
partner.

— Three new UK based staV will be added to the UKTI complement in Brazil bringing the total
number of UK based staV up to approximately 5.5. Furthermore an extra local member of staV
will be added to the team bringing the total of Local UKTI staV up to approximately 30.5.

13. Support the ratification of the existing Investment Promotion andProtectionAgreement and the agreement
of a comprehensive Double Taxation Agreement.

— UKTI have met with HM Revenue & Customs policy adviser who has undertaken to visit Brazil
in Spring 2007 to take forward technical level exchanges on the Double Taxation Agreement.

— A Brazilian Working group has been established to look at all of Brazil’s pending Investment
Promotion Protection Agreements.
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14. Promote joint ventures between UK and Brazilian professional services firms in their respective areas to
develop the market.

— A series of joint events is planned to promote professional services during the Lord Mayor’s visit
to Brazil in August. Possibly followed by a mission to the UK to coincide with the JETCO
Ministerial in London in September.

15. Promote a seminar on Doing Business in Brazil to be held in London during the first half of 2007.

— Proposals to stage a “Doing Business in Brazil” event to coincide with the JETCOMinisterial in
September, to include workshops on relevant sectors.

B—PROGRESS ON JETCO (INCLUDING FORTHCOMING EVENTS)
(See also the note on the three specific sectors covered under the JETCO)

— We have a good story to tell on JETCO. It is a unique forum for public and private sectors to focus
on identifying opportunities, not problems. It is well regarded by all.

— We are currently finalising an ambitious programme of activities to raise the profile of Brazil’s
potential with British business. Activities include: sponsored missions; technical-level exchanges
including on key issues such as Public Private Partnerships and Intellectual Property Rights; and
themed seminars on “Doing Business”.

— JETCO is also being used to develop relationships between key business organisations such as the
CBI and Brazilian Business representational bodies.

— UK and Brazilian teams are working well together to address the 15 recommendations from the
first JETCO. Initial deliveries, successes or plans so far are:
— good relationships established and regular meetings are taking place between UK and

Brazilian oYcials to exchange information and discuss progress;
— collaboration on events such as: Brazilian Chamber Lunch for the Foreign Secretary; Brazil

Trade and Investment Conference in London attended by Andrew Cahn. A sharing of events
calendars and strategies on relevant JETCO sectors, encouraging greater cooperation and
participation;

— full support for the JETCO process from UK Patent OYce, UK Accreditation Service,
National Physical Laboratory and the Civil Aviation Authority to cooperate with their
Brazilian counterparts and undertake bilateral visits and missions;

— inward visit by the BrazilianMinistry of Trade (April 2007) to look at technical aspects of the
services sector such as statistical measurement;

— full programme of events in Brazil in place for the year of science: Sir David King is attending
the opening ceremony on 30 March; the Duke of York will be launching a design show case
event in Brazil in April; and the Lord Mayor will open an event on human life in September;

— Terms of Reference agreed for the UK-Brazil-Southern Africa bioethanol partnership and
first meetings held in December. The Taskforce has agreed to focus initially on assisting the
implementation of Mozambique’s national biofuels strategy and policy;

— negotiations concluded and contract awaiting signature for the Cambridge Display
Technologies;

— progress on the three sectors highlighted in JETCO for cooperation: Aerospace, Financial
Services and Healthcare;

— we are working closely with the Brazilian government to ensure that the Air Services
Agreement is ratified quickly, but this process has been delayed because of the elections in
Brazil;

— British Embassy, Brasilia has submitted a bid under the Global Opportunities Fund to
support a visit by UK Patent OYce experts to Brazil to deliver two-weeks of Intellectual
Property Rights training to Brazilian patent examiners in the fields of: Biology/Microbiology,
Chemistry and Pharmaceuticals; and Electronics, Telecommunications, Physics, Electricity,
Metallurgy, Agriculture, Forestry;

— senior policy adviser from HM Revenue and Customs visiting Brazil Spring 2007 to take
forward technical level exchanges on the Double Taxation Agreement;

— a Brazilian Working group has been established to look at all of Brazil’s pending Investment
Protection and Promotion Agreements (IPPAs);

— a series of joint events planned to promote professional services during the LordMayor’s visit
to Brazil in August. Possibly followed by a mission to the UK to coincide with the JETCO
Ministerial in London in September; and

— proposals to stage a “Doing Business in Brazil” event to coincide with the JETCOMinisterial
in September, to include workshops on relevant sectors.
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C—UPDATE ON JETCO STOCKTAKE

The JETCO six monthly stocktake meeting took place in Sao Paulo, Brazil on Tuesday 13March. It was
attended by about half a dozen oYcials on each side from Brazil and the UK, including two from UKTI in
London, as well as about 20 representatives of the business community in Brazil. The British Chamber of
Commerce in Brazil, CNI (the Brazilian equivalent of CBI) and FIESP (the business representative body
covering Sao Paulo state) were all represented.

The main focus of the meeting was discussing progress on the 15 JETCO recommendations with oYcials
providing updates and business representatives making suggestions for further progress. Although there
were many ideas, there was little consensus from business. Most of the discussion centred around the
possibility of setting up working groups on particular sectors or issues and about the content and format of
the “Doing Business in Brazil” seminar which the Brazilians will be organising in London this year
(recommendation 15). It has since been decided that this event will be organised by the Brazilian Embassy
in London to coincide with the Brazilian Chamber of Commerce Gala Dinner which is taking place on 16
May 2007.

It was recognised that the elections in Brazil and changes in the Brazilian Government since September
had hindered progress on some fronts. (The Trade and Industry Minister was finally appointed last Friday,
23 March.)

In addition to this meeting, UK oYcials met separately with oYcials from ABDI (the Brazilian Agency
for Industrial Development) and agreed on a number of further actions to make progress on the JETCO
recommendations. In particular it was agreed that more needed to be done on both sides to raise the profile
of Brazil in the UK and the opportunities in the market and also to raise the profile of the UK in Brazil.
This fits well with the work which UKTI will be doing following the identification of Brazil as an emerging
market in UKTI’s strategy.

D—JETCO SECTOR PRIORITIES (Aerospace, Financial Services and Healthcare)

Aerospace

Jetco

— UKTI Sector Group commissioned an in depth report on the aerospace industry in Brazil.

— This report showed that the industry welcomes the JETCO and wants it to focus on addressing
barriers and highlighting the diYculties of getting into Embraer’s supply chain.

— The report also recommended that a UK-Brazil working group should be set up under JETCO to
focus on addressing barriers to trade between Brazil and the UK, including tariV and non-tariV
barriers and initiatives to promote trade, interchange and cooperation.

— This working group is now being set up and the first meeting is expected to take place later this
year. It will be made up of UK and Brazil public and private sector.

General

— UK companies do have a presence in the aerospace sector in Brazil.

— For example, Rolls-Royce has been doing business in Brazil since the early 1950s and operates in
four sectors there: civil aviation, defence, marine and energy. It has an HQ in Rio de Janeiro and
employs around 400 people in the region. Its principal companies include Embraer, Petrobras,
TAM, LAN, Varig, Brazilian Air Force and the Southern Cone Navies.

— We also know that at least three UK SMEs who have done business in Brazil recently: Senior
Aerospace, TWI and Aeromet.

— The four companies that participated in the 2005 mission to Brazil are all developing business in
Brazil as a result.

— However, history has suggested that trading in the market is diYcult with regard to the sale of
capital equipment and tax regimes.

— Local representation is necessary for UK companies to fully enter this market. This poses a barrier
to those wishing to access the market for the first time, especially since this is not required in other
emerging markets.

— Some British companies have tried to do business in Brazil but with no success have moved on to
try other, easier markets. I understand that my oYcials have already supplied a list of these
companies to the Committee.

— Brazil largely dominated by Embraer which has a well established supply chain. It costs more to
break into a supply chain than to be involved in the development of new ones (eg India).

— Embraer is primarily focused on supporting inward investment in Brazil rather than dealing with
companies who just want to supply products or services.
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— There are not major incentives (eg tax breaks) in place in this sector from the Brazilian
Government as there are in other markets. For example Mexico and the United States both oVer
tax incentives to British companies doing business in this sector.

— Companies from other European countries already have big contracts in Brazil in the aerospace
sector. This gives them leverage and makes it easier for them to win new contracts than it is for
UK companies.

— Leading aerospace companies from both France and Germany have historically had a
shareholding stake in Embraer. This has facilitated their participation in the supply chain.
Understand that EADS has recently sold its stake though and that Dassault Aviation of France
has also reduced its stake.

— For military aviation, local companies are the key players in line with Brazilian Government
policy.

Financial Services

— UKTI is looking at how to engage with emerging markets in the financial services sector. Initial
priorities are focused on China, India, the Gulf and Russia but the sector team is also looking at
other markets long term. These priorities are based on extensive stakeholder consultations for the
development of the Financial Services strategy.

— UKTI’s Financial Services Sector Advisory board met last week and discussed a paper on South
America. The board thought that the UK had lost out to the US in South America over the last
20 years, but that now would be a good time to re-engage the continent. They agreed that UKTI
should engage actively with Brazil on financial services, and that it would serve as a useful pilot
for the rest of the region.

— The board also noted that Government could add most value on helping to remove trade barriers
and promoting good regulation, but in some countries with more open policies (eg Chile) business
does not need Government support to exploit the opportunities.

— There are significant developments in the financial services environment with a clear interest from
UK and Brazilian oYcials in improving and strengthening existing relationships.

— There is particular potential and progress in the area of Public Private Partnerships, PPPs,
including a number of seminars and visits. After the first sponsored group attended the
Partnerships UK masterclass on PPPs, Brazilian oYcials from both the federal and state
governments have become the largest group attending the training in the last three years.

— The federal government is finalising details for World Bank funding to oVer a PPP advisory
contract to a UK company—the first contract of this type in PPP services.

— The Lord Mayor of the City of London will be visiting Brazil in August 2007. Other activity
includes:
— In the area of legal services a joint seminar is being organised with the Brazilian Advocates

Organisation on Intellectual Property Rights and patent protection.
— Events linked to the Lord Mayor of the City of London’s visit.
— Possible support from UKTI for the London Stock Exchange’s follow up to their September

2006 visit.
— Financial services briefing has been provided to UKTI teams in Brazil.
— The Brazilian Ambassador has oVered to host a business lunch for the Lord Mayor on

Wednesday 14 March.
— The Brazilian Finance Minister called on the Lord Mayor at the end of January.

Carbon credits

— Brazil is a leading market in carbon credit and the UK has a unique network of specialists in
financing, project development and technology for clean development mechanism.

— Internationally renowned UK companies in the carbon sector are present and active in Brazil,
providing a whole range of advisory services for all stages of the project cycle. UK engagement
has strengthened with the visit of the Climate Change Projects OYce last year to improve links
with public and private sector contacts. A further visit by the Climate Change Projects OYce is
scheduled for this year.

Legal services

— Linklaters in Brazil has been contracted as the legal advisor for the first federal PPP project. Other
UK firms also have potential to oVer advisory services in co-operation with Brazilian firms for
federal and state PPP projects.

— There has been a very successful co-operation with the Brazilian Bar Association which included
a Young Lawyers Exchange Programme.
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— Also scope for further engagement in the areas of Human Rights, Governance and Intellectual
Property Rights.

Insurance/Reinsurance

— The reinsurance monopoly in Brazil ended in January 2007 as a result of new legislation. There
are now prospects for business for UK companies and Brazilian oYcials will be attending Lloyd’s
international regulators conference in May 2007.

London Stock Exchange

— In the past 12 months the International Business Development team at London Stock Exchange
has seen an increase in the number of enquiries coming from investment banks, law firms and
Brazilian corporations interested in learning more about the Alternative Investment Market
(AIM) at the London Stock Exchange.

— In addition, Infinity Bio Energy is in the process of becoming the first Brazilian company to be
listed on AIM.

— The London Stock Exchange had a fact-finding visit to Brazil in September 2006 which allowed
them to learnmore about the dynamics of themarket, make relevant contacts and understand how
the decision making process for listing abroad operates. The team was impressed by the vitality of
the markets and prospects for business identified during their visit.

— As a clear sign of the perceived value of the potential business prospects, London Stock Exchange
is visiting Brazil again this March.

— The Lord Mayor will also be returning to Brazil in the Autumn.

Healthcare

— Healthcare continues to be a UKTI priority in Brazil and a full programme of events has been
approved for 2007–08. UKTI is looking at how the JETCO can be used to address trade barrier
issues with the Brazilian Government such as new rules for registration of medical devices and
diagnostic products.

— Healthcare was specifically included in the JETCO recommendations to support the potential of
the Bio Products Laboratory technology transfer project.

— The Bio Products Laboratory, which is an operating division of the NHS Blood and Transplant
Authority, has supplied several blood products to Brazil for the past ten years and believes it is
was well placed to secure a negotiated agreement directly with the Ministry of Health.

— On the advice of our Ambassador in Brasilia, a Memorandum of Understanding (MOU) in
healthcare was signed on 8 March 2006 to enhance the potential. Despite this MOU and
continuing support from the Ambassador and the Department of Health, negotiations are going
very slowly on the project/tender. The elections and change in the Brazilian Administration have
had a particular eVect as a new Health Minister has yet to be appointed.

E—UK-BRAZIL MOU IN THE ENERGY SECTOR

MEMORANDUM OF UNDERSTANDING BETWEEN
THE DEPARTMENT OF TRADE AND INDUSTRY OF THE UNITED KINGDOM

OF GREAT BRITAIN AND NORTHERN IRELAND
AND THE MINISTRY OF MINES AND ENERGY OF

THE FEDERATIVE REPUBLIC OF BRAZIL
FOR THE ESTABLISHMENT OF A CONSULTATIVE MECHANISM

FOR CO-OPERATION IN THE FIELD OF ENERGY

The Ministry of Mines and Energy of the Federative Republic of Brazil
and

The Department of Trade and Industry of the United Kingdom of
Great Britain and Northern Ireland

(hereinafter referred to as “the Participants”),

Bearing in mind the importance for both Participants of developing diversified and sustainable sources of
energy to guarantee social and economic development;

Desirous to exchange ideas and information on energy issues relevant to both Participants,
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Have reached the following understanding:

1. The Participants will set up a formal, regular and productive mechanism (“the Consultative Mechanism”)
to exchange views and information on energy issues and to identify areas of mutual interest for co-operation.
These issues and areas may include:
(a) EYcient and advanced energy technology;
(b) Renewable energy technologies, including biodiesel and biomass;
(c) Research in alternative fuels, academic development and the enhanced training of personnel;
(d) Environmental conservation;
(e) Information, planning and regulation, especially in the modernisation of energy systems and security of
oVshore energy infrastructures; and

(f) Energy policies, trade and investment.

2. Other areas of co-operation may be included if jointly approved.

3. Each Participant may take the initiative to request a meeting of the Consultative Mechanism. The level
of representation at a meeting will be jointly approved beforehand.

4. To facilitate the exchange of views and information, each Participant will designate a Focal Point who
will be responsible for the preparation of the meetings of the Consultative Mechanism held in his country.

5. The host Focal Point will propose to his counterpart, through diplomatic channels, a draft agenda for
the forthcoming meeting. All other communications regarding the agenda will also be conducted through
diplomatic channels. It is understood that, so as to make full use of the meetings of the Consultative
Mechanism, an agenda will be jointly approved at least two weeks prior to a scheduled meeting.

6. During the consultation meetings, the Participants may examine and approve projects of co-operation
in jointly approved areas. The method of work, the financial implications and the expected results of each
co-operation project will be defined in a separate instrument for that project. Each such initiative will be
managed actively, according to jointly approved performance measures and objectives.

7. The Participants understand that thisMemorandum ofUnderstanding and the ConsultativeMechanism
which it creates do not create legally binding obligations between them.

8. Changes to this Memorandum of Understanding may be proposed in writing at any time. The Ministry
of Mines and Energy of the Federative Republic of Brazil or the Department of Trade and Industry of the
United Kingdom of Great Britain and Northern Ireland can terminate this Memorandum at any time by
providing written notice of at least thirty days to the other Government. Ongoing projects will not be
aVected by a decision to terminate this Memorandum of Understanding.

9. Co-operation under this MoU is expected to commence upon signature by both Participants.

Signed in Brasilia on 1 February 2006, in the Portuguese and the English languages, both texts being
equally valid.

F—UK-BRAZIL MOU IN THE HEALTHCARE SECTOR

MEMORANDUM OF UNDERSTANDING BETWEEN THE GOVERNMENT OF
THE FEDERATIVE REPUBLIC OF BRAZIL AND THE GOVERNMENT OF
THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND

FOR COLLABORATION IN THE FIELD OF HEALTH BETWEEN THE
DEPARTMENT OF HEALTH, ENGLAND AND THE BRAZILIAN MINISTRY

OF HEALTH

The Government of the Federative Republic of Brazil and the Government
of the United Kingdom of Great Britain and Northern Ireland (hereinafter

referred to as “the Participants”)

Bearing in mind the advantages for both Participants of joint collaboration in the field of health, between
the Department of Health, England and the Brazilian Ministry of Health, particularly in the area of blood
and blood safety;

decide:

Paragraph 1

(a) To exchange information on the development of health systems and associated technologies where this
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may be of mutual benefit;
(b) To keep under review the scope for visits by, and interchange of, health professionals in order to better
understand developments in each other’s countries and to underpin the achievement of high professional
standards;
(c) Where appropriate, to encourage research and development activities that facilitate the identification
and application of best practice systems of quality assurance and regulation;
(d) To study ways of collaborating in other health areas.

Paragraph 2

Given the existing close cooperation between the Participants in this area, they have decided that
collaborative activity in the area of blood products will be taken forward under the provisions of this
Memorandum.

Paragraph 3

To facilitate the collaborative activities approved, each Participant will designate a Focal Point who will
organise such meetings and exchanges between the Participants as may be necessary.

Paragraph 4

In accordance with the laws and regulations of the respective countries and with relevant international
agreements to which Brazil and theUnitedKingdom are ormay become parties, the Participants will ensure
the adequate and eVective protection and fair distribution of intellectual property rights or other rights of
a proprietary nature resulting from cooperative activities conducted under the provisions of this
Memorandum. The Participants ill consult one another for this purpose as necessary.

Paragraph 5

This Memorandum of Understanding is not intended to confer legal rights or obligations or to impose
commercial responsibilities or obligations on either Participant. Each Participant will meet their own costs
relating to the application of this arrangement. In respect of the United Kingdom, this Memorandum of
Understanding only applies to the Department of Health, England.

Paragraph 6

Each Participant will notify the other of the completion of any formalities required for this Memorandum
of Understanding to come into eVect. This Memorandum will come into eVect on the date of the later
Government notification and will continue in eVect for a period of five years unless terminated by either
Government on giving six calendar months’ written notice via diplomatic channels. Existing collaborative
projects will not be aVected by a decision to terminate this Memorandum

Paragraph 7

The foregoing record represents the understandings reached between the
Government of the United Kingdom of Great Britain and Northern Ireland
and the Government of the Federative Republic of Brazil upon the matters

referred to therein.

Signed in duplicate at London on the seventh of March 2006, in the
Portuguese and English languages, both texts having equal validity.

FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF THE
FEDERATIVE REPUBLIC UNITED KINGDOM OF GREAT
OF BRAZIL BRITAIN AND NORTHERN

IRELAND
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H—UKTI BRAZIL STUDY

REPORT FROM FIFERCONSULTANTS ON RECENT DEVELOPMENTS
IN THE BRAZILIAN AEROSPACE MARKET

Introduction

As a result of recent discussions between theUK andBrazilianGovernments, consideration is being given
to the formation of a Joint Economic and Trade Committee (JETCO) Aerospace Working Group.

The UK Trade & Investment Aerospace Sector Team has commissioned Fifer Consultants to undertake
a short study to assist in assessing the potential value of such a working group.

The study provides a review of changes in the Brazilian aerospace market which have taken place since
the UKTI seminars and mission to Brazil in 2005, together with an assessment of UK industry’s current
views on the market and resulting conclusions and recommendations.

Contents

1. Development of Brazilian Government Initiatives for the Aerospace Industry

2. Industry Developments in Brazil

3. Brazil Missioners Progress

4. Views of Key UK Companies

5. UK Industry Developments—Views on the Brazilian Market and Proposed Working Group

6. Conclusions and Recommendations

1. Development of Brazilian Government Initiatives for the Aerospace Industry

Since the UKTI/SBAC mission to Brazil in October 2005, there has been significant progress in the
development of Brazilian Government initiatives for the aerospace industry.

A memorandum of understanding was signed on 20 June 2006 between the newly created Brazilian Civil
Aviation Authority (ANAC), the National Economic and Social Development Bank (BNDES), the
Brazilian Aerospace Industries Association (AIAB) and Embraer, instigating activity in two phases to
develop measures assist and improve the aerospace supply chain.

Phase 1

(a) Mapping of the Brazilian industry, its current capabilities and deficiencies and identification of
capabilities and investment required to meet Embraer’s future supply chain needs.

(b) Identification of Embraer risk sharing partners and suppliers who are intending to establish
facilities in Brazil to supply Embraer and the wider Brazilian and global markets.

(c) Achievement of a deeper understanding of the issues of technical development and taxes and tariVs
facing the industry, particularly in relation to import and export tariVs, together with policies on
oVset arrangements for government purchases. Formulation of alternatives to overcome tax and
tariV barriers.

Phase 2

(a) Study of commercial relationships in the supply chain to structure possible new BNDES support
mechanisms, with the possible involvement of the capital markets and Embraer.

(b) Proposal of minimum standards of management and organisational structure for companies to
qualify for any eventual support programme.

Four working groups have been formed from representatives of the signatories to address the issues.

GT-1: Programme Coordination

GT-2: Aircraft Industry Supply Chain

GT-3: Taxation Issues
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GT-4: Financial Solutions

The working groups are meeting regularly with a view to submitting their findings to government early
next year.

In essence it would appear that the initiatives instigated by BNDES and described at the UK seminars in
2005 are now taking shape under a more formalised structure which includes the newly formed independent
Civil Aviation Authority (formerly part of the Ministry of Defence).

Whilst the primary aim of the initiative is to improve the supply chain in Brazil, the work to identify
capability gaps will assist in identifying areas of opportunity for UK companies, albeit that the drive is to
develop technically capable and financially viable organisations based in Brazil. The support mechanisms
being developed will be open to both Brazilian and foreign owned enterprises.

It is encouraging to note that taxes and tariVs as they relate to the aerospace industry are to be addressed,
as this issue is one of the major perceived barriers quoted by the UK industry as a reason for not entering
the Brazilian market.

2. Industry Developments in Brazil

Embraer reports increased demand for its products, and growth in the backlog of orders. This relates
particularly to the 70–115 seat E170, E175, E190 and E195 family of aircraft. Embraer’s order backlog for
these aircraft stands at 414 aircraft compared with Bombardier’s backlog of 81 CRJ regional jets. In the
words of one industry commentator “Embraer controls the market”. The UK low cost carrier Flybe is
launch customer for the E195.

Market economics have drastically reduced orders for 40–50 seat regional jets and a resurgence of
turboprop aircraft in this sector. As a consequence, Embraer has virtually ceased production of the ERJ135/
145 family inBrazil, with the exception of airframes for the successful Legacy executive aircraft. TheERJ145
continues to be assembled from imported components by Embraer’s Chinese JV for the local market.
Existing ERJ135/145s appear to be enjoying good utilisation with only 8 idle aircraft in storage compared
to 100 Bombardier CRJ 100/200s.

Embraer has continued to develop its product base to reduce dependency on its traditional regional
aircraft market. The decision to move into business jets with the new Phenom 100, Phenom 300 and
Linneage aircraft appears to have been successful with healthy demand for these types. This demonstrates
again Embraer’s knack of getting the right product to market at the right time. It remains Embraer’s aim
to be the leading business jet manufacturer by 2015, with a spectrum of products ranging from VLJs (very
light jets) to large intercontinental executive aircraft.

Unconfirmed industry reports suggest that Embraer is also studying the development of a turbofan
powered C-130 sized tactical transport aircraft, together with other military/utility studies, to further
diversify its portfolio.

Embraer has confirmed the need to strengthen its supply chain to meet the demands of current and new
programmes and that this process always results in opportunities for new suppliers and subcontractors. It
currently has demands for technologies including; composites, 5 axis machining of large parts (17 metres
and over), replacement processes for chemical milling and sheet metal structures. From Embraer’s
perspective the BNDES/ANAC/AIAB/Embraer initiatives have yet to define which supply chain links will
have to be strengthened, but the list will include all of those mentioned plus others.

3. BrazilMissioners Progress

Four UK companies participated in the UKTI/SBAC mission to Brazil in October 2005; Aeromet
International plc, Attewell Ltd., Delcam plc and TWI Ltd. All of the companies who participated have since
developed or are developing business, demonstrating that opportunity exists in Brazil.

Aeromet report that they are confident of securing an order from Embraer for castings valued at
approximately £250K. Aeromet’s Sales Director has recently visited Brazil and has launched some
research through the British Consulate’s aerospace team on further business opportunities.

Attewell received an enquiry from Embraer for 620 diVerent components and responded with a
bid. They received very positive feedback indicating that they were the most competitive bidder.
Embraer also wished them to quote for further parts for new models. Attewell report some
frustration in dealing with Embraer, due possibly to high workload in the customers purchasing
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team, and contemplated appointing a Brazilian agent. Embraer has expressed a preference for
dealing directly with the company, and Attewell continue to work hard to push the project to a
final conclusion.
Attewell have a positive view on the outcomes of the mission and have indicated that they would
not have had the opportunity to bid had they not participated. Embraer’s perceived policy of not
oVering long term supply contracts has led them to conclude that it would not make commercial
sense to set up in Brazil at this time to support the level of business currently on oVer.
Delcam have not yet secured contracts in Brazil but they report positively on the outcomes of
the mission.
They have signed up a distributor who is planning to set up an oYce in Sao Jose dos Campos, close
to Embraer, and are visiting the market again in November 2006. They will meet with Paul Smith
to discuss ideas on improving market penetration.
Delcam also put forward the view that 2006 was a relatively quiet year in Brazil as many people
were awaiting the outcome of the Presidential elections, postponing investment decisions until
2007.
TWI report that they have finished a contract for Embraer in September, worth approximately
£30K, won as a result of the mission. A further proposal worth £17K was declined at the last
moment due to budget reallocation. Embraer visited TWI twice in 2006 and are in discussion on
three proposals for work in 2007 worth approximately £70K.
TWI has established a presence in Brazil and is discussing work with BNDES on the supply chain
improvement programme. They are also pursuing work in Brazil in other sectors including oil
and gas.
TWI also reports delays in Brazilian customs, and import tariV problems when shipping goods to
Embraer. They are raising this with Brazilian Government contacts met during the mission.

Those contacted would welcome the creation of a JETCO Aerospace Working Group if it were able to
address issues which impede the progress of their business in Brazil including import and export tariVs and
customs delays. It was also seen as valuable to bring to the Brazilian Government’s attention issues having
a negative eVect on supply chain development including, for example, Embraer’s apparent unwillingness to
enter into long term supply contracts.

4. Views of Key UK Companies

Views on the Brazilian market and on the possible establishment of a JETCOAerospaceWorking Group
were sought from four key UK companies; Airbus UK, BAE Systems, GKN and Rolls Royce.

Airbus UK has no significant links to Brazil from an industrial perspective, although there is a
shareholder link to Embraer through EADS. Airbus is in the process of shrinking the number of
its direct suppliers, although this does not preclude more industrial links to countries like Brazil
if it facilitates market access.
Brazil’s second airline TAM is a significant target and key customer (largest in South America)
and announced another major Airbus order last week. As TAM is also a potential customer for
the new A350, Airbus is keen to maintain close relations.
Airbus UK would view the formation of a JETCO Aerospace Working Group positively and
would consider participation. If it builds relations for them and increases market access for Airbus
and particularly for their UK supply base, thereby strengthening their suppliers, this would be seen
as of added value.
AirbusUKwould also be interested in becoming involved in any joint research programmeswhich
might result from the activities of an aerospace working group.
BAESystems’ principal aerospace interest in Brazil is on hold due to the suspension of the FX new
fighter aircraft programme. The company’s main eVorts are currently concentrated on land
systems opportunities. A BAESystemsmarketing subsidiary is retained in Brazil and the company
maintains a watching brief on developments in the aerospace sector.
BAE Systems sees the formation of an aerospace working group as potentially beneficial,
particularly if it also considers issues outside of the main industrial manufacturing framework.
Such issues could include; joint research and development, new technologies and emerging sectors
including, for example, UAVs.
GKN holds a positive view of Brazil through its ownership of a subsidiary companymanufacturing
transparencies for the aerospace sector and its involvement in the Brazilian automotive sector,
where it is a major employer.
The company reports a good relationship with Embraer and an interest in greater involvement
with Embraer programmes. Further expansion for GKN in the Brazilian aerospace sector would
depend on the development of new programme based business.
GKN also see value in the creation of a JETCO working group to address aerospace sector issues
at a government level and would consider participation.
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Rolls Royce.At the time of writing no feedback had been received from the company. Rolls Royce
has, however, been present in Brazil since the late 1950s with a local subsidiary. It is also the engine
supplier for the Embraer ERJ135/145 family of aircraft through its US subsidiary and has
significant Brazilian market penetration in the power generation and marine propulsion sectors.

5. UK Industry Developments—Views on the BrazilianMarket and ProposedWorking Group

Views were sought from trade associations, including the SBAC, the DMA and the regional aerospace
alliances as representatives of industry. The devolved administrations in Scotland, Wales and Northern
Ireland and the UKTI international trade advisers with aerospace responsibility based in the regions were
also consulted.

The SBAC has consulted its Market Development Board, but at the time of writing a consolidated view
was not available. There are no current plans for SBAC activity in the Brazilian market and no SBAC
presence is planned for the 2007 LAAD exhibition in Rio de Janiero.

As regards the proposed JETCO working group, the SBAC believes forming such a body would be
valuable if brings benefit to UK industry, particularly in terms of trade development. The SBAC would be
interested in participating on behalf of industry and believes this would fit in with its strategic role with
UKTI.

The Defence Manufacturers Association (DMA) signed an MOU with its Brazilian counterpart
ABIMDE in June 2006 to promote cooperation in support of mutual objectives. These include;
collaboration on regulatory issues, reciprocal free local advice and assistance to their respective
memberships and the organisation of industry conferences and other events. The proposal for a JETCO
working group is supported by the DMA as a means to generate UK interest and confidence in the
Brazilian market.

A broad spectrum of inputs and views were obtained from the regional interlocutors consulted which
compliment the views discussed in earlier sections of the report. These are summarised below.

Brazilian Market

— None of the regions have any planned activity for the aerospace sector in Brazil—only some
generic trade missions are planned.

— There has been little activity at SME level in the market.

— Some larger companies have had success including Dunlop with the braking systems for the
Embraer business jets.

— Whilst Brazil is recognised as an important developing market, companies are tending to prefer
traditional European and North American markets and to consider other new markets including
Japan, India and China.

— Embraer is seen as a major player with supply opportunities for new programmes, but UK
companies do not see a clear route to engaging with its Tier 1 supply chain.

— Some companies believe that the only route into Embraer is through establishing in Brazil,
presenting a perceived barrier to entry.

— Some of those consulted believe that market initiatives have concentrated on manufacturing and
that other areas including MRO, equipment and system supply and higher value added aspects of
the market could present more potential.

JETCO Aerospace Working Group

— There was qualified support from virtually all those consulted for the UK Government to engage
in an aerospace working group with the Brazilian Government.

— It was generally seen as a national activity rather than one in which the regions would
participate directly.

— Setting up the working would provide a catalyst for change and give more impetus to developing
activity between the two industries.

— It would provide a forum to improve conditions for market access for UK companies, including
tariV issues.

— The working group would be of most value if it considered not only manufacturing, but other
higher value and growth areas including; research and development, academic links, joint space
activity, UAV research, sustainability, home land security applications for aerospace and MRO.
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6. Conclusions and Recommendations

Conclusions

— The recent re-election of the Brazilian President should result in continued stability and growth,
confirming Brazil’s status as a major developing world economy. The aerospace industry in Brazil
continues to grow with Embraer’s success and expansion of its product portfolio oVering greater
opportunity for UK companies.

— The supply chain to Embraer and its Tier1 suppliers continues to be weak. Brazilian Government
initiatives for the aerospace industry have become more formalised and are addressing issues
which could be of potential benefit toUK companies accessing themarket. The coalescing of these
initiatives in Brazil should facilitate engagement with the Brazilian Government.

— The UK industry’s perception of and interest in the Brazilian market has changed little since the
UKTI initiatives of 2005. There are no planned trade association initiatives for Brazil.

— Companies who have been exposed to the market have generally been successful in securing
business, confirming that opportunity exists in Brazil. Potential higher value and growth areas of
the Brazilian market have been largely unaddressed.

Recommendations

— The UK Government should engage in a JETCO Aerospace Working Group with the Brazilian
Government subject to agreeing a scope of work which will facilitate the generation of business
with Brazil for UK industry and institutions.

— The Working Group should focus on reducing barriers to trade between the UK and Brazilian
markets, including tariV and other non-tariV barriers, and on initiatives to promote trade,
interchange and cooperation in aerospace between the two industries.

— The Working Group should consider not only manufacturing and supply, but wider issues
including; MRO, research and development, academic links, training, joint space activity,
sustainability, and growth areas includingUAVs and homeland security applications of aerospace
technology. Inclusion of these and other activities will provide the broadest scope of opportunity
for UK companies and institutions.

I—UKTI SECTOR PRIORITIES

— Sectoral market priorities are assessed by UKTI on an annual basis. The process is coordinated
by each sector team with input from relevant Posts and other stakeholders.

— Several factors are taken into account including: size of opportunity; need for government support;
match between current and anticipated needs in the market against UK capability strengths; and
demand from industry.

— UKTI’s Sector Advisory Groups, made up of business representatives with particular relevant
areas of expertise, play a key role in advising where resources might be best targeted.

— Against a background of reducing resource, sector teams have been tasked to be more stringent
with priorities for their 2007–08 business plans. A maximum of five priority markets will be
selected to receive the majority of activity in each sector, with a maximum of a further seven which
will have one key activity during the financial year. The markets in this second tier are being called
“Opportunity Markets”.

— Following these principles, the priority sectors in Brazil for the financial year 2007–08 are:
— Agriculture.

— Engineering.
— Environment.

— Healthcare and life sciences.

— Oil and gas.

— Sports and leisure infrastructure.
— Chemicals.

— The opportunity sectors in Brazil for the financial year 2007–08 are:

— Aerospace.

— Construction.
— Creative and media.

— Education and skills.

— Financial services.

— Ports.
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— The only priority sector in the other Mercosur markets is Oil and Gas in Venezuela. This is the
same as for the current year.

— Priority sectors for current financial year (2006–07):
— Agriculture.
— Education skills and leisure.
— Engineering.
— Environment.
— Healthcare.
— Oil and Gas.

— Chemicals.

— Sports and leisure infrastructure.
— Textiles and carpets.

J—UKTI ACTIVITY IN THE PRIORITY SECTORS IN BRAZIL

Aerospace

UKTI organised a series of Seminars in the UK in February 2005 to make UK companies aware of the
changes to the policies of the Brazilian government and how this might impact on Embraer. Embraer, the
Brazilian Government and BNDES took part in seminars held in London and in Warrington. Over 50 UK
companies attended. UKTI followed up this with a mission into Brazil—only four companies engaged in a
programme which gave access to Embraer, BNDES and introduced UK companies to indigenous
companies already in the Brazilian supply chain and European companies who had invested in Brazil as a
result of the localisation agenda of the Brazilian government. The mission took place in October 2005. As
a result of the low take up to a very structured mission, the UKTI Aerospace Sector Advisory Group re-
prioritized Brazil from high to low priority sector in Nov 2005.

The UKTI Aerospace Sector Team hold a watching brief on developments in market and support
initiatives by the overseas team to introduce UK and Brazilian companies to one another where reasonable
opportunities arise. Four Brazilian companies had UKTI sponsored visits to the UK in July 2006 for the
Farnborough Airshow. A programme of one to one meetings with UK companies was arranged. The
Aerospace Sector Team will, with support from Post, monitor the level of business generated from these
meetings.

As a direct result of JETCO, the UKTI Aerospace Sector team commissioned an independent report on
the Brazil Aerospace sector. The study provided a review of changes in the Brazilian aerospacemarket which
have taken place since the UKTI seminars andmission to Brazil in 2005, together with an assessment of UK
industry’s current views on the market and resulting conclusions and recommendations.

Consideration is now being given to the formation of a JETCOAerospaceWorkingGroup. TheWorking
Group would focus on reducing barriers to trade between the UK and Brazilian markets, including tariV
and other non-tariV barriers, and on initiatives to promote trade, interchange and cooperation in aerospace
between the two countries.

Agriculture

Some 70% of Brazil’s landmass is suitable for cultivation. Areas already in production account for 19%
of the world’s arable land. An appropriate climate, plentiful water and a largely flat topography give first
class yield conditions, with multiple harvests each year. The agricultural sector has for many decades been
the backbone of Brazil’s economy. According to Brazil’s National Agriculture Confederation (CNA),
agribusiness accounts directly and indirectly for one third of Brazil’s GDP and employs 37% of the Brazilian
labour force. Brazil’s agricultural production is expected to continue to grow strongly over the next decade.
It is estimated that a further 124 million hectares could be developed for agricultural use within the next 10
to 15 years.

Main opportunities are in the following sub-sectors:

— biotechnology, food safety, traceability, animal genetics, organic and GM production;

— technology and market trends, precision agriculture, remote sensing and precision machinery,
post-harvest technology;

— bio-ethanol (mainly produced from sugar-cane);

— prawn and fish farming, aquaculture, deep sea fishing and fishing vessels; and.

— there is also demand for high-value-added machinery to boost productivity and reduce wastage.

Latest activities in this sector include:

— Inward Mission—Foodex/Meatex 2006—19–22 March 2006—Birmingham.
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— Outward Mission/Market Visit Support—International Conference on Agriculture Products
Traceability—10–12 April 2006—Brasilia. Support two British speakers at the event and with
commercial-oriented meetings in Brasilia.

— Visit Agrishow 2006—19 May 2006—Ribeirao Preto, Brazil.

— Outward Mission/Market Visit Support—19–23 June 2006—São Paulo and Brasilia.

— To assist one IATC staV member attending Feicorte event in São Paulo (19–20 June 2006) and
business meetings in Brasilia (20–23 June 2006).

— 1 to 5 July 2006 Inward Mission—Royal Show 2006, Coventry.

— 13–18 August 2006—8th World Congress on Genetics Applied to Livestock Production (support
to British Breeders attending the event)/Visit to the State Federation of Industries/ Attendance to
the innauguration of the headquarters of the State Swine Association—State of Minas Gerais.

— 26 August to 3 September 2006—OutwardMission/Market Visit Support Expointer August 2006,
Esteio/RS.

— 18–21 September 2006—Attend FENASUCRO 2006—14th International Trade Fair on the
Sugar and Ethanol sector.

— 8–12 October 2006 Inward Mission Biotechnology Business Exchange! Seminar.

— 28–30 November 2006—Outward Mission—IATC sponsored Seminar on Food Processing (UK
Experience) followed by visits to the Agronomic Centre of Campinas and to the Ministry of
Agriculture in Brasilia.

— 8 January 2007—Visit to FINEP Research and Project Financing—negotiations for a joint
workshop in Technology Transfer, Rio de Janeiro.

— 16 February 2007—Visit to Curitiba, capital of the State of Parana. Calls on IAPAR (Agronomic
Institute of the State of Parana), State Secretariat of Trade and Industry, State Federation of
Industries (FIEP).

— 3–10March 2007—InwardMission—3Delegates fromBrazil’sMinistry of Agriculture, Livestock
and Food Supply plus 1 delegate from the Brazilian Agricultural Research Corporation
(Embrapa). Visits to DTI, Defra, UK Research Centres and companies.

Aquaculture is the fastest growing form of intensive agriculture worldwide. UK companies and Higher
Education Institutions (HEIs) continue to develop cutting-edge technologies and to be at the forefront of
R&D. Many are seeking export and outward investment opportunities. Brazil has a young, high growth,
aquaculture industry but needs new technology and investment to sustain this—such as animal genetics,

sustainable feeds and systems, fish-farm equipment/boats, direct investments, R&D with HEIs. Activity
includes:

Attendance at Aquaciencia Congress, Brazil.

Inward Mission Oct-06 Aquaculture/Biotech to main UK centres of excellence.

Participate in Biotech Seminars 11–13 October in Cambridge.

Participation of two Brazilian companies Value Added Seafood Seminar, London 4–5 October 2006.

Outward Mission—Sustainable Aquaculture Seminar by March 2007.

Automotive

Brazil is the 10th largest producer of vehicles in the world. There are 26 automotive manufacturers and
with 471 autoparts manufacturers, 564 plants and 4,000 dealerships. The whole chain employs 460,000
people. The Brazilian automotive industry has 80% of market share in South America and represents 11%
of the Brazilian GDP. Production is currently around 22.5 million units per year.

The Motorsport industry in Brazil has about 8,000 drivers in total from various categories (Rally, F-3,
F-Renault, StockCar, etc). This is a growing industry and therefore there are potential opportunities to be
developed with British companies. We can highlight Rally and Stock Car categories as the most promising
ones in terms of potential business opportunities.

Niche Areas

— Automotive: High tech equipment and special components and raw material for OEMs and
autoparts manufacturers.

— Motorsport: Components and accessories (seat belts, seats, fire extinguisher, electronic
instrumentation, telemetry), Joint Ventures with British racing teams (drivers’ enhancement,
technology transfer, etc) as well as special components and performance kits for the tuning sector,
which is growing rapidly in Brazil.

— Construction: Construction equipment used in the Heavy Construction, Oil & Gas and Mining
industries.
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Activities:

— AUTOSPORT INTERNATIONAL 2006 Inward Mission at the NEC, Birmingham, UK.

— September 2006 Commercial OYcer Business Development Visit.

— AUTOSPORT INTERNATIONAL 2007 Inward Mission at the NEC, Birmingham, UK.

— May 2007 Commercial OYcer Business Development Visit.

— Scoping mission to be confirmed for later 2007.

Construction

The civil construction chain accounts for more than 15% of GDP in Brazil (US$ 600 billion approx. in
2004). Almost 4million people are employed directly within the sector, and it consumes rawmaterials worth
more than £13 billion each year. The forecast of investment for the construction equipment segment is of
approximately £45 billion from 2004 to 2007. This amount represents 3.5% of the Brazilian GDP. The
scenario is very positive for the heavy construction segment since it is closely linked to infrastructure. São
Paulo and Minas Gerais states have plans to contract their first projects under the new PPP (Public-Private
Partnerships) regulations in 2006 targeted at transportation, energy and sanitation sectors.

Particular opportunities:

— Industrial floorings (eg high chemical resistance flooring used in food industry).

— Waterproofing membranes (eg specially used in tunnels and underground spaces).

— Water-based varnishes and resins for restoration projects.

— New technologies such as plastics and steel frame systems for low-cost housing.

Activities:

— April 06 INTERBUILD inward mission at the NEC, Birmingham, UK.

— April 2006 Journalist to take part at the Inward Mission to INTERBUILD.

— October 2006 Outward mission to coincide with NUTAU in São Paulo.

— October 2006 UK speaker to NUTAU in São Paulo.

Chemicals

The Brazilian Chemicals industry ranks 1st in Latin America and 9th in the world, just behind the UK,
and is present in almost all the industrial chains and processes. The chemical sector is responsible for 3.7%
of the Brazilian GDP. Imports of chemical products account for 20.8% of the country’s total imports.

There are business opportunities for UK companies across the diverse Chemicals sector, but mainly in
speciality products, organic and inorganic chemicals, resins, paints, coatings & inks and dyes & pigments.

Activities include:

— 16 May 2006 Chemicals Meet the Buyers in Manchester.

— 25–29 September 2006 Chemicals Industry Briefing Course.

— 15–18 May 2007 Interplas 07 Inward Mission to NEC Birmingham.

Education and Skills

UK Trade & Investment sees substantial opportunities in Brazil and Brazilian delegates are regularly
brought to the UK to attend major trade shows looking at ICT and other educational products such as
distance learning & postgraduate courses, EFL (English as Foreign Language), vocational & training
courses.

UK Trade & Investment is exploring links between sports, education and social inclusion in Brazil and
has recently supported a UK presence at a Special Educational Needs event in Brazil.

Engineering

Brazil is the biggest machinery and equipment manufacturing country in Latin America and the 10th
largest in the world. Brazilian industry is modernising itself constantly and the engineering sector is a good
example of such modernisation. Brazil exports 40% of its production. The main buyers are currently the
United States, Argentina, Mexico, Germany and the UK. It includes the whole range of production, from
the simplest machines to complete lines of production. Proof that the quality of Brazilian machines is of
world-class.

Activity:

— There was one inward mission to the PPMA Show (processing and packaging sector) in 2004. An
inward mission on manufacturing visited the UK between 5–9 March 2007.
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— UK Trade & Investment is supporting an inward mission to the Total Processing & Packaging
Show on 15–16 May 2007.

A report on Brazil’s Packaging Industry was produced in 2005.

Environment

UKTI has for many years promoted Brazil as a priority market for environmental goods and services.
Investment in the environment sector in Brazil is expected to grow at a faster rate than previous years. This
is, at least in part, due to an increase in private sector investment, with companies moving to new, more
eYcient and environmentally benign, technologies especially in land remediation, water reuse, industrial
eZuent treatment, air pollution control, solid waste management, energy from waste and other sub sectors.

Over this timeUKTI has pursued a programme of inward and outward visits focusing on aspects ofWaste
Management, Contaminated Land Remediation and other key areas of concern in Brazil. UK companies
have been involved in successful collaboration in landfill gas and, associated with this, the Clean
Development Mechanism process.

Financial Services

Wehave been active in promoting seminars, events, round tables and a number of other activities focusing
in assisting UK companies in establishing good contacts with Brazilian counterparts envisaging concrete
business opportunities. Activities generated by the UKTI team have contributed to positive outcomes in
diVerent areas.

— Law Society and OAB signed a friendship agreement and launched a two way young lawyers
exchange programme (six month duration each round). The first round of the programme with
Brazilian lawyers in the UK has ended this year with a very successful outcome.

— KPMG was contracted by the Minas Gerais government to assist on the modelling of the first
PPP project.

— Linklaters was chosen by the Brazilian government (BNDES ! Planning Ministry) to provide
legal assistance on the first federal PPP pilot projects.

— BNDES and the Planning Ministry have expressed formal interest to have PUK on board as PPP
consultant for the federal pilot projects, after the end of a successful three month “help desk”
service sponsored by Embassy and FCO Global Opportunities Fund (GOF). Brazilian
government considers the UK as the single most important source of information in PPP.

— Three Brazilian delegates attended the two week PPP masterclass promoted by Partnerships UK
(PUK) in London, leading to a full PPP mission with states oYcials that have expressed interest
to learn from the UK experience. The five day mission, to take place in October, is comprised of
five delegates from leading states in PPP in Brazil with particular interest to create links with UK
companies to provide them the necessary assistance during the process of implementing the
projects.

— For the first time a Brazilian oYcial from the Treasury undertook a six month attachment scheme
to PUK in London to have a practical experience with PPP. Now back in Brazil where her
experience is highly valued and will generate further benefits to UK companies in terms of
providing specific services as needed.

The Lord Mayor of the City of London will be visiting Brazil in August 2007. The visit should serve to
provide useful leverage to meet long-term goals of further opening Brazilian financial and services markets
to UK companies, reinforcing on-going lobbying by UK Ministers. In the short-term we would hope to
develop more strategic partnerships between Brazilian and British companies and greater awareness in the
UK of the opportunities on oVer.

ICT

Total revenue of the IT, telecoms and electronics industries in Brazil in 2005 was R$93.95 billion (US$23
billion), growth of 8% adjusted for inflation. IT manufacturing represented 25% of the total. Brazil
manufactures a large number of PCs, printers, telephones and other hardware, mainly on assembly lines,
especially in the Free Trade Zone of Manaus and Sao Paulo State.

A relationship has been developed between UKTI, the Science and Innovation section and Brazilian
business-based research and development foundation (CESAR) to explore areas for co-operation, involving
visits to the UK to meet both R&D and business contacts. Other activities include:

— Brazilian delegates participated in the UKTI Inward mission and Business to Business event to
Technology World in May 2006.

— Participation in the UKTI programme supporting UK companies at Cebit, Germany in March
2006.
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— Co-operation with Global Watch on research into the games software market in Brazil.

— A telecoms mission for UK companies visited the Futurecom telecoms exhibition in October 2006
as well as meeting operators in São Paulo and Rio de Janeiro.

— Inward games software mission visited the UK in late 2006.

— Inward mission of Brazilian software companies visited the UK in early 2007.

— Participation in a UKTI programme of support to UK companies at 3GSM 2007 in Barcelona.

— Ongoing co-operation with S&I on CESAR initiative.

Lifesciences

UKTI is undertaking a number of trade and investment activities. In 2005 we sponsored a Biotechnology
Scoping Mission to Brazil. After spending almost three weeks and visiting five cities, the researchers
produced a very favourable report that was the basis for our proposed activities in 2006–07.

Based on advice from our Ambassador in Brasilia, a Memorandum of Understanding (MOU) in
healthcare was signed on 8 March 2006. Despite this MOU, support from the Ambassador and the
Department of Health, negotiations on the project/tender between The Bio Products Laboratory, which is
an operating division of the NHS Blood & Transport Authority, and the Ministry of Health are going
very slowly.

Brazilian companies participated in UKTI’s Biotechnology Business Exchange which took place in
London in October. Companies attended the partnering meeting and a Brazil Seminar in Cambridge,
sponsored by IATC.

Brazil Seminar—International Agriculture Technology Centre (IATC) organised a “Doing Business with
Brazil” seminar in Cambridge that had a biotech element to it. The seminar informed UK companies about
the many opportunities in Brazil. We hope that this will raise UK companies’ awareness about Brazil.

Bio Brasil—We sponsored a Trade Mission to Brazil in October. Companies attended Bio Brasil, the
largest biotechnology conference/trade show in Latin America and continued their programme in São
Paulo, with a series of visits to companies in the region. Bio Products Laboratory was among the guest
speakers at the Bio Brazil Conference and at the IV Healthcare Seminar organised by the British Chamber
of Industry, in São Paulo.

Brazil Telemedicine Project

AMedical Training Centre was launched inMacae in January 2006, the first such training centre in Latin
America. The project was a good example of collaboration between the British Consulate in Rio and the
sector team in London. Contacts were made during a healthcare mission to Rio and invitations were issued
to oYcials from Macae to visit the UK and meet relevant companies. A programme of meetings and
company visits in the UK was arranged and very soon after the contract award was announced.

UK SME Success Story

In June 2005, a UK SME, OwenMumford, participated in a UKTI sponsored mission to Hospitilar, the
largest healthcare tradeshow in Latin America. As a result of this they partnered with a Brazilian medical
company and won their first order to supply 90 million lancets to São Paulo state. This first order was five
times the volume they supply annually to the NHS in the UK!

Oil and Gas

In order to assist UK companies access opportunities and to counteract perceived weaknesses/barriers,
UKT&I have developed a four pillar strategy for UKT&I-led oil and gas activity in Brazil:

1. Engage Brazilian government/industry on barriers to trade.

2. Build awareness of UK capability among Brazilian decision-makers/procuring organisations.

3. Understand opportunities and communicate them to UK supply chain.

4. Deliver interventions to bring UK supply chain and potential Brazilians buyers/partners together.

UKTI led activity in related to Brazil’s Oil and Gas sector and targeted on the four pillars of the strategy
are set out below. These activities have agreed with the UKT&I International Oil & Gas Business Advisory
Board and the Americas Board mentor, and key partners in industry associations and government (eg
Scottish Development International, FCO):
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Date Activity Outcome Objective

Ongoing Distribution of Portuguese Over 5,000 brochures 1
version of UK Capability distributed to decision makers
brochure detailing UK expertise in government/industry.
across broad range of sector
needs.

Ongoing UKT&I support for projects UK-Brazil centre provides a 2/3/4
delivered at UK-Brazil Centre focal point for joint cooperation
of Ocean Engineering in on R&D! B2B exchange in
COPPE (subsea engineering subsea sector and in marketing
department of key Brazilian UK capability.
University).

Ongoing At least 50 initiative or reactive Over 150 direct contacts with 1/2/3/4
visits by UKT&I staV in Brazil UK companies made so far in
and the UK, giving emphasis to 2006.
information gathering,
promotion of UK capability,
identification and
communication of opportunities
and providing regular contact
with commercial companies and
Government agencies.

Ongoing Energy Specialist co-funded by Specialist provides on-the- 2/3/4
UKT&I and Scottish ground support in Macae to
Development International UKT&I and UK industry;
based in Brazil’s OVshore successful in mapping key
Centre (Macae). procurers decision chain; in

establishing relationships;
increasing awareness of UK
capability; and assisting UK
companies with advice and in
gaining access.

February 2006 UK-Brazil Energy Objectives of the MOU include: 1/2/3
Memorandum of Facilitate commercial exchanges
Understanding (MOU) signed and technology transfer; regular
providing Government-to- discussions on a broad range of
Government instrument to help energy-related issues (trade,
address barriers to further regulation, energy security etc);
development of businesses in enables both sides to address
Brazil. Range of activity issues of mutual importance,
delivered linked to MOU including any possible barriers
including seminars and to trade and investment;
workshops e.g. in September provides government with a
UK experts will participate in framework for tackling
post-Gleneagles G8 follow-up company concerns; encourages
meeting in Brazil on sustainable greater collaboration on both
development/energy eYciency. traditional and alternative
A detailed action plan under the energy programmes, thus
MOU is currently being helping to address issues related
developed for discussion with to sustainability and climate
senior Brazilian interlocutors in change.
October.

May 2006 UK-Brazil Briefing and Over 100 UK and Brazilian 2/3/4
Networking Breakfast at participants present for briefing
OVshore Technology by senior Petrobras personnel
Conference, Houston. and following networking event.

May 2006 Americas Oil & Gas
Opportunities Roadshow:
UKT&I staV from Brazil (and
other Americas markets) deliver
seminars to UK supply chain
audiences in Aberdeen, NE
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Date Activity Outcome Objective

England, East England and Over 140 UK participants 3
London on opportunities and attended the series of seminars.
UKT&I services to support Many have followed up with
market entry. specific enquiries about

opportunities and UKT&I
services/ missions etc.

14–18 August 2006 Inward Mission by Brazilian Inward mission will meet over 2/3/4
Education & Training 40 UK Education & Training
organisations (including providers in programme
Petrobras, Transpetro and spanning Aberdeen, NE
FIRJAN/SENAI!Mexican England, Midlands and
and Venezuelan organisations) London. Objective: 5–10
to meet key UK education and companies explore
training providers! SMEs. opportunities in Brazil/

Venezuela/Mexico.
11–15 September 2006 Approximately 35 UK Objective: 5! new to market 2/3/4

participants will attend Rio Oil companies report business won/
& Gas Exhibition with support follow-up.
from UKT&I in partnership
with Energy Industries Council,
Northern OVshore Federation
and Scottish Development
International. Participants will
gain access to expert briefing,
networking events with
Brazilian industry and
opportunities to profile
capability.

22 September 2006 Support for British Chamber An opportunity to set out UK 1/2/3/4
(tbc) Energy Seminar in Brazil on approach to sustainable

Sustainable Business. business/market friendly policies
! UK capability to senior
Brazilian government and
business audience.

September 2006 Publication of detailed oil and UK companies significantly 3
gas market opportunities better informed about
analysis and oil and gas opportunities in Brazil. Greater
education and training report to awareness of UKT&I support/
UK supply chain. services and planned

interventions (seminars,
missions etc).

October2006 Brazilian roll-out of North Sea Key messages on sustainable 1/2
Story DVD (in Portuguese): The business development and UK
DVD was developed in capability delivered to broadest
cooperation with Shell, Wood range of existing and future
Group, Robert Gordon decision makers.
University and a range of other
industry partners. It provides an
overview of the UK’s experience
in developing its oil and gas
sector with key messages on
community, supply chain
development, alliancing,
industry-government
partnership and benefits of non-
protectionism in developing
international capability. The
content has been designed to
appeal throughout the value
chain—from government and
industry though to grassroots
organisations and students.
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Date Activity Outcome Objective

October 2006 R&D-focused decommissioning Brazilian government/industry 2/3/4
related event in Rio de Janeiro, exposed to UK capability/R&D
with participation of Petrobras in this field; UK industry
and other national operators. brought into contact with key

decision makers.
November 2006 Support for downstream gas Range of UK companies from 1/2/3/4

outward mission by Society of transmission, distribution and
British Gas Industries to Brazil utilisation sectors exposed to
to promote UK capability/ decision makers/aware of
research sector opportunities. opportunities. Two or more UK

companies report business won/
potential for follow-up.

December 2006 Inward mission from Transpetro visit UK facilities in 2/3/4
Transpetro (Petrobras’ Southeast and Wales (Isle of
transmission/distribution Grain, Milford Haven,
company) to identify UK Avonmouth) and meet UK
technology in LNG receiving technology providers (BG,
terminals. FMC etc).

March 2007 Planned meeting between UKTI Focus on key areas of mutual 1/2
and Brazilian Energy Ministry interest with UK focus on issues
to identify key joint-cooperation which address identified
areas under UK-Brazil Energy barriers/promote UK capability.
MOU.

March 2007 Support (briefing, lines to take Promote UK capability in key 1/2
etc) for visit of Sir David King technology areas such as subsea
(Chief Scientific Adviser) to engineering; raise issues of
Brazil. concern with Brazilian

government/industry.

Subject to resources within UKTI’s Oil & Gas sector team and within the Brazil network, a similar, or
enhanced, programme of activity is envisaged for 2007–08.

Security

Investment in electronic security equipment increases at an annual rate of over 15%. With good niche
products, prices and distributor, UK suppliers can be successful. The federal government has pledged funds
for the re-equipping of the police forces and the prison system.

In the fire sector there are opportunities in niche areas and in new products. Barriers include poor
regulation, standardisation and certification.

Opportunities exist in niche products with new technology mainly in the private sector for large
corporations, airports and ports, banks but also in the prison and some police forces.

Activities:

— Visit to Interseg exhibition 18–20 June, Fortaleza.

— Ifsec Inward Mission.

— Commercial OYcer BDV 24–26 July.

— Exposec information stand.

— Fire Show information stand.

— Security Table-top event in São Paulo.

Sports and Leisure Infrastructure (Part of Construction Sector)

UK Trade & Investment facilitated a full day of meetings with commercial staV from Rio de Janeiro and
UK companies interested in supplying goods and services to the Pan American Games in 2007, and with
wider interest in Brazil’s 2014 FIFA World Cup bid, and 2016 Summer Olympic bid.

A presentation on what UK Trade & Investment can do to assist companies in the Brazil market was
given to the 17 individual companies who also enjoyed one to one meetings.
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Textiles

British industry is highly regarded in Brazil. Main competitors in the market: Italy, Germany, Spain and
France, USA. Recently discussions at UNCTAD proved that the Creative Industries are one of the most
promising sectors for Brazil. UK fashion industry is hugely popular in the country. UK textiles and fashion
have always enjoyed a world wide reputation and this is something UK manufactures, designers and
retailers are all determined to continue to build upon into the 21st Century. Brazil’s textile, clothing and
fashion industry comprises over 30,000 companies ranging from fibre and filament yarn manufacturers to
finished clothing makers and it employs 1.4 million people. In 2005 the industry’s total sales reached £18.5
billion and production reached 1.8 million

Activities:

— Inward Mission of Brazilian buyers to London Fashion Week, September 2006

K—EXPENDITURE OF SECTOR FOCUSED ACTIVITY IN BRAZIL

The figure which was given in the written evidence remains the same (ie total spent throughout the
financial year 2006–07 is £288,000). This is because when this figure was quoted previously it included
monies already committed (and spent to date) for the rest of the financial year.

L—IPPAS AND DOUBLE TAXATION AGREEMENTS

Investment Protection Promotion Agreements

— The UK’s Investment Protection Promotion Agreement (IPPA) was one of 14 un-ratified IPPAs
that were withdrawn from the Brazilian Congress in 2003. The Foreign Ministry feared that
economic nationalist backbenchers were about to vote through amendments that would bar them
from negotiating further IPPAs that met international standards and also jeopardize the few
agreements that Brazil already has.

— The situation remains so and is not unique to the UK. Brazil does not have an IPPA with any
other country. However, a Brazilian Working group has been established to look at all of Brazil’s
pending IPPAs.

— The IPPA was included in the JETCO at UK insistence in an eVort to expedite the issues, but it
is likely to remain unresolved for the foreseeable future.

— The Brazilian government is very much aware of this issue and is working towards having a
mechanism in place that will be attractive to investors, but will fall short of a full IPPA.

— The UK government continues to work with the Brazilians on this, both through the JETCO
process and with the private sector.

Double Taxation Agreements

— Double Taxation Agreements are a critical part of developing trade and it is important that we try
to ensure that there are double taxation agreements with all of our major trading partners,
including Brazil. It is an issue that UK business raises consistently.

— Given Brazil’s substantial and rapidly developing economy, a comprehensive double taxation
agreement with Brazil would be welcome. It would help further business and investment links
between two countries.

— The UK’s double taxation policy is very close to the OECD Model Treaty, and we would want
this to be the starting-point for any discussion, with features that business would welcome. Brazil’s
policy varies significantly from that of the OECD. A key issue is that Brazil is unwilling to give up
its taxing rights.

— The USA also does not have a double taxation agreement with Brazil.

— It is not true to say that any treaty would be better than none. This would prejudice the terms of
other treaties that are being negotiated within the region e.g. with Chile.

— OECD member states with double taxation agreements with Brazil frequently report problems
with how Brazil applies those treaties. These treaties are mostly old and confer limited benefits. In
2005, Germany unilaterally terminated its DTA with Brazil following arguments over diVerences
of interpretation.

— It follows that, while the UKwould not want to rule out negotiation of a potential double taxation
agreement, the basis for a negotiation would have to be the prospect of a treaty close to that of
the OECDModel.
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— HMRevenue and Customs (HMRC) maintains good informal links with Brazilian counterparts
with a view to encouraging Brazil to adopt a treaty policy closer to that of the UK and the OECD.
A senior policy adviser from HMRC will be visiting Brazil this spring to discuss technical details
of a possible Double Taxation Agreement.

It is unlikely that double taxation agreements with other EU countries are distorting trade and investment
statistics.

M—NETHERLANDS

There are a number of reasons why UKmulti-nationals will sometimes route investment through certain
countries. These are not always tax related.HMRC is not aware that investment inBrazil is being channelled
through any one EU state (such as the Netherlands) as a result of a particular tax treaty. It is worth noting
that Shell (for example) is registered as a Dutch company as well as in the UK. This is similarly the case
with Unilever. Both companies have significant investment in Brazil.

N—NOTE ON LATIN AMERICA FOR THE FSSAB MEETING

Working Document Number (05) FSSAB II/3

Overview of Latin America

For discussion by FSSAB members.

Introduction

A number of comments on draft priorities were made by FSSAB members at the last meeting and
subsequently in writing, in relation to South America, or specifically some countries –Brazil, Mexico and
Argentina.

GeneralMercosur Background:

— Historically, the Latin American market has been a good place for UK Financial Services
business. This historical lead had been eroded notably by the US in recent decades, but the
potential for this region is again growing, fuelled by the wealth in resource commodities such as
oil and minerals. Furthermore, some of the Mercosur countries have undertaken significant
reform and are now becoming more competitive.

— There are a number of large infrastructure projects related to oil and minerals currently underway
and planned for the future in the region, where UK financing could be sought. A number of local
Mercosur companies are now becoming multinationals appearing in the Fortune 500 that could
potentially be looking for listing on the London Stock Exchange, or for further finance capital to
become true multi national players.

— The Mercosur markets could possibly present significant opportunities for the UK financial
services industry, but also significant risks such as political instability.

— On the other hand there may be some “quick wins” in the Mercosur markets that are of interest
to the UK financial services industry, and this is something that we intend to explore further with
our stakeholders.

Current Activities Planned in Latin America for 2007–08

As such, there is currently no specific financial services strategy towards Mercosur markets, however:

— Brazil is provisionally an opportunity market for financial and related business services in
2007–08, ie in UKTI’s Top 20 markets for financial and related services.

— Argentina and Mexico are two countries that have been mentioned by several stakeholders.

— The Lord Mayor of the City of London will be visiting Brazil from the 23 August to1 September.
Detailed planning has not yet started for this visit.

— Provisionally UKTI’s FS team has allocated to Brazil one of the largest budget allocations to a so-
called “opportunity market”. This allocation is to provide some seed corn funding to the following
activities (to be refined):

— Legal services—joint seminar with Brazilian Advocates Organisation (OAB) on IPR/patent
protection.

— Activity linked to the Lord Mayor of the City of London’s visit.

— Support for the London Stock Exchange’s possible follow up to their September 2006 visit.

— We are not planning to provide funding for the following activity:

— PPP—feedback from the sector indicates that the private sector should self fund PPP activity.
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— Insurance/reinsurance seminar—despite the recent liberalisation moves, it is felt that the
private sector should coordinate this activity if this is seen as a priority.

— Full Industry BriefingCourse training has been provided toMarceloTavares, the leadFS oYcer in
Brazil. HMG’s Director-General for Trade and Investment in Brazil Martin Raven also received
training before he arrived at Post.

— Financial Services is also a regular part of the JETCO OYcials’ discussions with Brazil.

— TheBrazilian Ambassador has oVered to host a business lunch for the LordMayor onWednesday
14 March.

— The Brazilian Finance Minister called on the Lord Mayor at the end of January.

— A number of potential activities are being considered for Mexico and Argentina, including
arbitration and AIM aspects.

O—RESOURCE CHANGES IN BRAZIL AND THE REST OF MERCOSUR
AS A RESULT OF SPENDING REVIEW (SR) 2004 AND UKTI
STRATEGY: PROSPERITY IN A CHANGING WORLD

Background

1. Resource levels across UKTI’s overseas network, including in Brazil, have in the recent past been
aVected by the requirement to:

(a) secure savings of £20 million in UKTI’s overseas network under Spending Review 2004; and

(b) reinforce resources in the emerging markets under the new UKTI strategy by reductions in other
parts of the network.

Resource Changes in Brazil and the Rest ofMercosur from 2005

2. Following a review of our commercial resources in Brazil in response to SR04 it was decided to close
in the autumn of 2005UKTI’s operations in the regional oYces of BeloHorizonte and Curitiba as there was
little demonstrable evidence that they were contributing significantly to UKTI’s Brazil network’s business
objectives and targets in support of UK customers. This resulted in the loss of four local jobs and
contributed to network savings required under SR 2004.

3. Subsequently and following the launch of the UKTI strategy in 2006 it was agreed, in recognition of
the high growth nature of the Brazil market, to increase resource as follows:

— 2 local inward investment posts in São Paulo;

— 1 UK based trade post in Brasilia to work primarily on JETCO;

— 1 UK based trade post in Rio focusing on the oil and gas sector;

— 1 UK based trade post in Sao Paulo to lead on the development of business opportunities across
the priority sectors of agriculture, aerospace, biotechnology, engineering and healthcare; and

— 1 local trade post in Rio.

4. In summary there was a reduction of four posts as a result of the closure of the regional oYces and an
increase of six to take eVect over the period 2006–07 and 2007–08 as a result of the new strategy. Hence the
figures that appeared in the answer of the 6 February to Mr Peter LuV’s PQ are correct.

5. As far as reductions in otherUKTI teams inMercosur countries are concerned, day to day commercial
assistance in Paraguay was discontinued when the British Embassy in Asuncion closed as part of the
Spending Review in 2004. However lobbying on behalf of UK companies is carried out on a case by case
basis from the British Embassy in Buenos Aires. As part of the resource redeployments in UKTI’s overseas
network under the 2006 strategy, the UKTI section of the Embassy in Montevideo (1.9 staV) is to be closed
at the end of March 2008. Lobbying for commercial purposes will still however be carried out by the
Ambassador on a case by case basis. All other resources are as shown in the answer to Peter LuV’s PQ.

P—UKTI RESOURCES 2005–06

Market Desks Sectors Group Overseas
UK LE

UKTI (Global) 105 142 239.3 1,338.2
Brazil 3 2.8 36
Rest of Mercosur 1 2.9 11.8

We cannot provide the level of resource for Sector Group split by market as this not accessible.

The level of UKTI resources for 2006–07 is currently being compiled and therefore unavailable at this
time.
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Q—ENQUIRIES RECEIVED ACROSS SOUTH AMERICA

Overseas Market
Introduction Service

Market Substantive Enquiries (OMIS)

2005–06 2006–07 2005–06 2006–07
(Apr-Dec) (Apr-Feb)

Argentina 36 152 4 11
Bolivia 10 80 0 0
Brazil 471 392 24 33
Chile 144 32 2 5
Colombia 9 97 1 0
Ecuador 5 35 0 0
Panama 15 12 0 1
Peru 10 47 1 0
Uruguay 252 135 0 1
Venezuela 79 30 1 3

Substantive Enquiries

These are general enquiries (whether by email, letter, fax or telephone) from UK and/or local companies
that are not of a chargeable nature but that require a significant amount of time—i.e. at least 30 minutes
work.

OverseasMarket Introduction Service (OMIS)

OMIS is a system to manage and deliver chargeable services to customers and supports the customer in
an eVective first entry into a new market. It provides an extensive range of research and support activities
and, together with a simple price structure, provides a highly flexible and personal customer journey.

R—INFORMATION ABOUT MISSIONS ETC

— Government is now doingmore to raise awareness and disseminate information about Brazil since
identifying it as an emerging market in the new UKTI strategy.

— Some of the preconceptions disappear when companies visit the market and UKTI trade missions
help companies to overcome this. In the last year nine trade missions have visited Brazil.

— Examples of what UK Government is doing:

— UKTI oVers Market Visit Support in the form of financial assistance to SMEs who want to
visit overseas markets as part of their trade development process. This is available to SMEs
who are either new to export or new to certain markets. The list of eligible markets was
extended last year to include Brazil along with UKTI’s other emerging markets.

— UK-Brazil Year of Science is taking place this year and is designed to maximise impact and
formulate a comprehensive approach to UK-Brazil research engagements. It will play an
important role in raising awareness about Brazil with a number of high profile events
throughout the year.

— UKTI is recruiting 15 Business Advisors to focus on medium-sized companies with potential
to succeed in emerging markets, including Brazil.

— UKTI in the North West has contracted a Latin America specialist to run a programme of
support and awareness raising throughout the region.

— UKTI in Yorkshire and Humber has taken on a regional champion for Brazil.

— Scottish Enterprise has been very active, running missions and providing trade development
support to a couple of dozen energy companies with an interest in Brazil and Venezuela. This
has led to some early successes such as Wood Group which has its HQ in Aberdeen. The
company trades with Brazil and has invested heavily there and now employs over 400
Brazilian staV.

— International Business Wales has visited Brazil on four occasions since the establishment of
the Welsh Assembly Government. In that time, 38 Wales based companies have visited the
market winning more than £2.5 million of business and identifying a further £3.5 million of
opportunities.
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— UKTI in the South East held a Brazil-specific event in November which was well attended by
companies.

— UKTI in the South West held a Brazilian event in late 2006 to educate businesses about the
opportunities in the market. Following interest at this event a trade mission to Brazil is now
being considered to coincide with the top Brazilian mobile content trade fair inMay. [Mobile
content includes games, finance, banking, mobile TV etc].

— UKTI in the SouthWest is also running a series of events focussing on six emerging markets,
including Brazil, during international trade week in March.

— UKTI’s Engineering Sector Group is running a series of nine roadshows on doing Business
in Brazil, China, India & South East Asia. These are in an innovative gameshow format and
have already generated interest in Brazil from companies.

APPENDIX 28

Further supplementary Memorandum submitted by UKTI

CAN/Mercosur

CAN and Mercosur formally agreed a FTA between the two groupings should be a priority as far back
as 1998. The intention was restated in 2001. In 2002 the two groups agreed to an economic complementation
agreement (signed in Oct 2004), as a step towards a FTA.

Separately Bolivia and Mercosur also signed an economic complementation agreement in 1996. In 2003
Peru (then not a member of CAN) andMercosur signed a similar agreement. The key decision is from 7 July
2005—CAN members agreed with the CAN Commission to grant the four existing members of Mercosur
associate membership status of CAN. The founding agreements of CAN and Mercosur both require these
groupings to give associate membership status to those countries of the region which have expressed an
interest in joining and have agreed to sign an FTA with the group. The economic complementation
agreements between the bodies were considered a suYcient sign of intention to sign an FTA so associate
membership status was granted. The oYcial document (decision 613) is available here in Spanish (English
version not available).

http://www.comunidadandina.org/normativa/dec/D613.htm

Associate membership actually means very little free trade terms. The intention to work together so as to
construct a South American community of nations, and to invite associate members to regular meetings for
consultation, but little more in terms of preferential access.

In summary there has been a lot of political intent to move forward on allowing preferential market
access, especially between 1998-2002, between Mercosur and CAN. But beyond political intent there does
not seem to be a great deal of progress. Further detail can be found on the following weblinks, in English:

http://www.comunidadandina.org/ingles/Exterior/mercosur.htm

http://www.comunidadandina.org/ingles/Exterior/mercosur3.htm

Venezuela

Venezuela’s benefits as a Mercosur member and preferential access to CAN would end when the
requirement for Venezuela to continue to hold to previous CAN agreements ends. That we understand is a
transitional period of 10 years, but is under dispute.

Chile/Mercosur

Mercosur started in 1991, when Brazil, Argentina, Uruguay and Paraguay signed an agreement to create
a free trade zone among the partners.

The Economic Complementary Agreement was signed betweenMember States of the Southern Common
Market, Mercosur, and the Republic of Chile on 25 June 1996 and became in eVect on 1 October the same
year, within the context of the integration process, established in the Treaty of Montevideo from 1980,
(ACE 35).

Themain objectives of the Agreement bear relation to the creation of an open economical niche that tends
to facilitate the free movement of goods and services as well as a full employment of productive factors; the
creation of a free trade zone between the parties in a ten year period; the promotion of the development and
use of the physical structure; the promotion of mutual investments and encouragement of the economical,
energetic, scientific and technological complementation and cooperation”.
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The free trade zone established progressive, annual and automatic reduction of customs tariVs for the
products originating in each of the Mercosur countries. Reduction of tariVs for over 90% of the products
started in October 1996 and should have ended in 2004. Regarding sensitive products, total exemption
should be reached no later than 2014.

Regarding economic issues, the agreement addresses following: services, investment, foreign trade rules,
consumer rights, and physical integration. As for political issues, the agreement’s objectives are to broaden
political cooperation between the parties, examine specific subjects to try to find a common standing, and
consider political issues of common interest related to third countries, groups of countries, or international
organisations. Chile was incorporated into the Consultation and Political Discussion Forum in 1998

14 May 2007

APPENDIX 29

Memorandum submitted by the Professor John Child, Chair of Commerce, Birmingham Business School,
University of Birmingham

This submission is divided into four parts: Summary, Source of Evidence, Evidence, Recommendations

Summary

This submission is concerned with exporting to Brazil by small and medium-sized enterprises [SMEs]. It
is informed by my recent research on the experience of British SMEs, including the assistance they have
received from UK Trade and Investment and other agencies. The language diVerence and the complex
nature of Brazilian regulations were the factors perceived by SME executives as presenting the greatest
barriers to exporting to Brazil. Their ability to overcome these and other diYculties depends greatly on
securing personal assistance in Brazil, in the form of agents, partners or local staV. While most of the SMEs
had received some help from one or more trade promotion agencies, their evaluation of its utility varied
greatly. Market information services tended to be valued less than other services, largely on the grounds
that the market research oVered was too broad to suit the firms’ specific market niches. On the other hand,
companies new to Brazil appreciated the way that UKTI, especially its staV in Brazil, could provide a
firsthand appreciation of business possibilities there and help them to develop relevant business contacts.
Among the recommendations oVered are that UKTI should take steps to increase awareness of business
opportunities in Brazil, prioritise activities that help SMEs to access relevant networks both in Brazil and
the UK, and reduce the confusion among SMEs about how to access its services.

Source of Evidence

1. This submission derives from the findings of a recent study of 32 small and medium sized UK
enterprises [SMEs] which were exporting to Brazil. Interviews were also conducted with 21 members of UK
agencies involved with facilitating SME exports to Brazil, including UKTI, chambers of commerce and
sector associations. The research was funded by the Economic and Social Research Council [ESRC] and
was completed in June 2006.

2. The sector distribution of the 32 SMEs was:

— Oil and gas: 11;

— Life sciences: 3;

— IT: 2; and

— Other (chiefly engineering and consultancy): 16.

3. In the main, the companies were committed and experienced exporters. Only nine had less than 50%
of their sales deriving from exports. Brazil, however, did not account for much of their overseas sales.
Excluding one very small company with all of its sales coming from Brazil, the highest percentage of total
sales by value from Brazil for any company was 15%, and the average was under 4%.

4. The following issues were investigated:

4.1. how the firms had accessed the Brazilian market,

4.2. problems they had encountered and how they had addressed these, and

4.3. the assistance received from UKTI and other agencies such as chambers of commerce.
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Evidence

5. Brazil is generally recognized as a diYcult export and investment environment (eg World Bank data
on “Doing Business” in diVerent countries).

6. For SMEs, access to the Brazil market depends greatly on being able to establish appropriate personal
contacts in Brazil (“networking”). Such contacts provide valuable informal knowledge that can contribute
importantly to success in an unfamiliarmarket like Brazil which has distinct regulatory systems and business
practices.

7. The language diVerence and the complex nature of Brazilian regulations were the factors perceived by
SME executives as presenting the greatest barriers to trading with Brazil. A common example of the latter
concerns is the delays imposed by Brazilian customs oYcials. These disrupted delivery schedules and were
reported as being encouraged by opportunities for corruption. SMEs that had established oYces in Brazil,
particularly in the oil and gas sector, encountered major complexities and restrictions in areas such as local
employment regulations.

8. The SMEs had failed to find a solution for asmany as 35%of the 111 specific problems theymentioned.
As a result, four of the 11 firms in the oil and gas sector have decided to withdraw from Brazil.

9. In some cases, problems were resolved by stepping around the rules—for example by entering Brazil
as tourist in order to avoid the normal delay in obtaining a business visa. Just over half the problems
mentioned were being handled through the assistance of Brazilian agents and distributors, or in some cases
through the direct employment of Brazilian staV with appropriate competencies and contacts. This
reinforces the significance of paragraph 6 above.

10. All but five of the 32 companies had received some export-related assistance from one or more trade
promotion agencies. Seventeen had joined a trade mission to Brazil. Thirteen had received some market
research or other information on Brazil. Twelve had received assistance in establishing business or social
contacts in Brazil generally though a UK consulate or chamber of commerce in Brazil. A few had also been
helped in finding interpreters for visits to prospective customers, and two companies had attended courses
on exporting run by an agency.

11. The companies’ views on the value of agency services divided quite dramatically. Approaching one-
half of them (44%) took a negative view and only one quarter (25%) had a clearly positive view. The
remainder (31%) found agency services useful to some extent.

12. SMEs require information on the highly focusedmarket segments that they serve and on very specific
sets of potential business contacts. Many evaluated UKTI’s market information services negatively, largely
on the grounds that the market research oVered was too broad to suit their specific market niches. In some
cases, the firms found that they could access relevant information themselves from the Internet or via their
existing sector contacts. Similarly, support for participating in exhibitions was not seen as useful unless these
were focused.

13. The companies which had a positive view of UKTI and other agencies were generally those with little
or no prior knowledge of Brazil, and no established contacts there. Such companies benefited greatly from
assistance in their first steps in Brazil, such as obtaining first-hand appreciation of the country and gaining
access to relevant Brazilian agents and customers, through trade missions, introductions, and sponsored
social events. Many companies were surprised at the sophistication of Brazil and its market once they had
been introduced to the country. Compared to the media attention given to other rapidly developing
economies such as China and India, Brazil suVers from outdated stereotyping and poor knowledge. UKTI
and other agencies could help importantly to fill this knowledge gap.

14. By contrast, companies which already had some experience and knowledge of Brazil did not find
agency assistance to add much value.

15. The fact that it was companies unfamiliar with Brazil which took the most positive view of agency
assistance indicates the value of identifying them as priorities for help. Although these firms were
experienced exporters, Brazil was a new environment that presented distinct problems for them. In the case
of diYcult export markets like Brazil, “new-to-country” presents a case for assistance over and above “new-
to-export”.

16. However, trade promotion agencies cannot be expected to domore than help SMEs get onto the right
path. At the outset, the firms have to do their own homework in terms of clarifying their export plans and
researching information on their usually highly focused markets. Also it is the actions and attributes of the
firms themselves that have most eVect in coping with the challenges that arise. As already noted, one such
actionwas to secure a reliable and trustworthy agent or partner in Brazil who could handle diYculties arising
from language and regulations as well as problems associated with diVerences in culture, education, and
business ethics. Another is to approach Brazil as a learning process. Familiarizationwith Brazil, as indicated
by the number of years that the SME been dealing with Brazil and the percentage of the company’s sales
exported there, enhanced the SMEs’ ability to cope with the diVerences in Brazil’s business environment.

17. Companies that need to have a direct presence in Brazil, like many in the oil and gas sector, said that
they would benefit greatly from the provision of explicit advice on operationalmatters such as visas, customs
regulations, liability to taxes and duties, and employment regulations.



3703271030 Page Type [O] 11-07-07 22:17:49 Pag Table: COENEW PPSysB Unit: PAG1

Trade and Industry Committee: Evidence Ev 199

18. Interviews with both firms and agency personnel suggest that it would be helpful agencies to foster
the development of domestic forums for the exchange of largely tacit export-related knowledge on a regular
basis among SMEs. An example in the UK is the regional “export club”. These already operate in some
regions, although limited take up of the opportunities they oVer is a problem. In Brazil, one of the key
benefits of British representation there is the provision of an informal forum for meeting business people in
consulates or to obtain “word of mouth” information about a specific Brazilian company, rather than the
more formal benefits associated with providing market and other information. For example, one company
learned in time through such informal contact that its prospective Brazilian partner was blacklisted by
trade unions.

19. A major problem lies in the lack of knowledge, even confusion, among SMEs about the export
support facilities available to them. The newness of the UKTI “brand name” and the frequent changes in
organization and service provision add to the confusion. This is handicapping agency engagement with
SMEs, which is vital if their services are to have full impact.

Recommendations

20. UKTI and associated agencies should take steps to generate a greater awareness of business
opportunities in Brazil, and to publicise ways in which diYculties can be overcome such as by highlighting
successful case studies. This type of awareness-creation has been done very successfully in the case of China
by the China-Britain Business Council. This raises the question of whether a similar body might be helpful
for the facilitation of Anglo-Brazil trade and investment.

21. The diYculty, as well as importance, of Brazil as an export market needs to be oYcially recognized.
For even though SMEs may already be experienced exporters, they can benefit from advice and assistance
in the case of Brazil so as to get onto the necessary learning curve.

22. Priority should be given to the work of UKTI and chamber of commerce staV located in Brazil. In
particular, they can help SMEs to become suitably networked with Brazilian partners and provide advice
on how cope with the operational problems that arise. There appears to be more requirement for these
services than for market information.

23. Within the UK, encouragement of regional “export clubs” and similar forums for exchange of
experience and mutual learning is recommended.

24. Steps should be taken to stabilize the organization of trade promotion services in the UK, in order
to clarify what is available and how to access it. Greater promotion of the UKTI “brand name” as the key
trade promoting agency is also recommended in order to increase awareness of its services among SMEs
that have the potential to export to Brazil and other major emerging markets.

25. At the policy level, progress by the Brazilian andUK governments on the removal of barriers to trade
and investment could be very fruitful in a number of areas that present problems for UK exporters:
obtaining business visas, opening oYces in Brazil and employing local staV, opening bank accounts in
Brazil, repatriating funds from Brazil, getting shipments through customs, reduction of signatures required
for important and export, and simplification of the Brazilian tax structure. A double taxation agreement
between the UK and Brazil would also be an important step forward.

21 September 2006
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