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INTRODUCTION

As the EU grapples with a new multipolar world or-
der in which multilateralism, economic stability and
democracy are in retreat, potential partners such
as Latin America and the Caribbean (LAC)® assume
greater importance. Long overlooked by the EU, this
is a region that shares many similar challenges, val-
ues and priorities, not least in accelerating its digital
and green transitions in a socially inclusive manner.
The EU could find an invaluable ally in LAC to coop-
erate with at the regional, subregional, and bilateral
levels not only on both transitions but more broadly
in sustaining the rules-based multilateral order.
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Summary

The European Union (EU) and Latin
America and the Caribbean (LAC) should
reinvigorate their relationship in an in-
creasingly contested global environment,
deepening their political, economic and
social cooperation.

The EU’s return to the region after years
of a low-profile presence must not be per-
ceived as an attempt to secure EU strategic
autonomy at the expense of Latin American
resources and raw materials.

Instead, the EU must make a competitive
offer to the LAC region, heeding its needs
and demands, and supporting its ambi-
tions for socially inclusive and sustainable
digital and green transitions.

This will require the EU to invest more po-
litical and economic capital in the region,
while LAC must commit to genuine regula-
tory and legal reforms to attract public and
private investments.

The EUISS is an agency
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Yet the EU should not expect a seamless return to the
region. Other actors such as China and Russia have
stepped into the void during years of EU neglect and
indifference, some with the resources and strategic
vision that the EU has lacked, while the region itself
has developed its own sovereign agenda. For the EU
to be considered a valuable partner, it must make a
competitive political, economic and social offer to the
region. This Brief examines the common challenges
faced by the EU and LAC, the specific needs of each
region, and how the two can cooperate in today’s
contested international environment.

COMMON GLOBAL
CHALLENGES

Latin America and the EU face three common
challenges.

First, the ongoing weakening of the multilateral
system and its institutions. As became evident dur-
ing the Covid-19 pandemic, the multilateral system
faces enormous challenges in providing global pub-
lic goods, even those as essential and undisputed as
healthcare. It has also failed to prevent the prolifera-
tion of unilateral sanctions, resolve trade disputes or
uphold security and basic principles of international
law such as territorial integrity, as seen in the war in
Ukraine®.

Second, the fragmentation of globalisation and rise of
economic protectionism. The post-Covid economic
recovery has been largely oriented towards bolstering
security, both economic and military, to limit or re-
duce interdependence through practices such as
near-shoring or ‘friend-shoring’®. In the EU, this
agenda is dubbed ‘strategic autono-
my’ or ‘European sovereignty’. In
China, Beijing calls for a ‘dual cir-
culation’ model and economic de-
coupling from the West. In the
United States, the ‘Build Back
Better’ programme comes together
with a ‘Buy American’ policy and an
Inflation Reduction Act (IRA) in-
volving the use of massive economic
subsidies to incentivise local invest-
ment to speed up its green transition. Finally, in
Latin America, a reindustrialisation programme
based on green and digital growth, including estab-
lishing production hubs inside the territory, is sought
to generate new welfare opportunities. However, this
agenda of fragmentation and politically-driven for-
eign direct investment risks reducing diversification
and increasing vulnerabilities to macroeconom-
ic shocks.

for the EU.

atin America,
with its immense
natural resources,
is unmistakably an
attractive partner

Meanwhile, tensions between the United States and
China continue to spill over into markets, particularly
in the technology domain, in the form of sanctions
and export controls, generating further uncertainty
about the future of the global economy. At the same
time, global supply chains are compromised, bot-
tlenecks in transportation and production remain in
place, e.g., in semiconductors and critical raw ma-
terials, and compliance with trade agreements or
norms is uncertain.

The third shared challenge stems from the fragility
of domestic political processes. The world has expe-
rienced a significant democratic regression over the
past 17 years, affecting both the quantity and quality
of existing or aspiring liberal democracies®. Political
instability, electoral volatility, weak political institu-
tions, and media, as well as growing distrust in the
state, are now the norm and LAC and the EU are by no
means exempt from this trend®. Weakened democ-
racies translate to a deteriorated rules-based multi-
lateral order in which cooperation between regions
and within regions is much harder.

THE EU: NEEDS AND
POSSIBILITIES

The war in Ukraine has prompted the EU to engage
in a process of strategic transformation and to fur-
ther strengthen its strategic autonomy®. Chancellor
Olaf Scholz’s declaration that the world faces a
Zeitenwende or historic turning point calls for re-
newed focus on all regions of the world to assess how
each might enhance the EU’s strategic autonomy, de-
fined as ‘the capacity of the EU to act autonomously
- that is, without being dependent on other countries
- in strategically important policy
areas’ ™, and sustain a rules-based
multilateral order®.

Both the (intimately linked) green
and digital transitions are essential
for advancing the EU’s strategic au-
tonomy. Yet geopolitical tensions
are complicating both. The war in
Ukraine has not only delayed the
energy transition but also made it
more costly, as well as more urgent®. As it moves to
free itself from the costly dependencies associated
with the fossil-fuel economy - not least those on
Russian gas - the EU must ensure its green and digi-
tal transition does not result in increased dependence
on China and the United States. However, the EU
lacks the critical technologies to complete its energy
transition, including for batteries, hydrogen and
wind turbines®®. Critical technologies for the digital
transition from semiconductors to submarine cables



China's extractive approach

LAC exports to China are increasingly dominated by raw materials
as opposed to manufacturing
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are similarly lacking®4. Finally, Europe also lacks the
critical materials needed for both transitions, and is
dependent on supplies from a handful of countries, in
particular China, which supplies 98 % of its rare
earths and 66 % of its critical raw materials®?.

This not only obliges the EU to ad-
vance with its green and digital in-
dustrialisation agenda but to seek
new partners: Latin America, with
its immense natural resources, is
unmistakably an attractive one.
The region is already an established
producer of several minerals critical
for clean energy technologies and has the capacity to
expand production in various areas®. This has not
gone unnoticed by actors such as Chinese companies
who, as the graph above indicates, have significantly
ramped up their investments in the extraction and
processing of critical minerals in LAC over the past
two decades, particularly in lithium and nickel 4.

There is no doubt that the EU is late to the LAC re-
gion®. Immersed in its own economic crisis, com-
pounded by Covid-19, and distracted by other urgent
challenges®®, the EU has paid uneven and intermit-
tent attention to the region, particularly in the last
decade. The EU’s 2021-2027 budget reduced fund-
ing for Latin America and the Caribbean by 14 %, as
the bloc shifted its attention towards Africa and the
Middle East®”. The promise of a strategic partnership
formulated at the Rio 1999 summit®® has not only
failed to materialise but has been completely over-
shadowed by China’s burgeoning commercial and
investment presence®, Russia’s albeit smaller foot-
print (though important in political aspects) and, of
course, that of the United States.

fter years of

neglect, the EU’s
return to the region
may not be met
with open arms.
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Indeed, while the value of the region’s trade with the
EU grew from €185.5 billion in 2008 to €225.4 billion
in 2018, that with China increased tenfold in the same
period. 21 countries in the region are now members of
China’s Belt and Road Initiative, while the EU’s trade
negotiations with Mercosur remain stalled. Beijing
estimates that, by 2025, the value of Chinese trade
and investment with South America will reach USD
500 billion and USD 250 billion respectively.

Lamenting this fact, the EU High Representative for
Foreign Affairs and Security Policy, Josep Borrell, has
stressed the need for the EU to re-engage with Latin
America®, The HR/VP has declared that ‘[i]f we want
to be influential in the world, if we want to be a ge-
opolitical power and a global actor, we cannot pre-
tend to be so without being present in Latin America,
where there is a young population and extraordinary
economic potential’ ®. Furthermore, as two regions
that are highly aligned on values, rights and pref-
erences for sustainable and inclusive development,
strong multilateralism, and a rules-based order, they
are natural allies on the global stage.

In July 2023, the EU will be inviting LAC leaders to a
summit in Brussels during the Spanish EU Presidency
aimed at revitalising the relationship. The launch of
the EU-LAC Digital Alliance in Bogota in March 2023
was also a step in the right direc-
tion ®, as were the recent trips
of high-ranking EU and Member
State officials including the visit
of European Commission President
Ursula Von Der Leyen, European
Commission Vice President
Margarethe Vestager, and German
Chancellor Olaf Scholz to Argentina.
But after years of neglect, the EU’s
return to the region may not be met with open arms,
particularly if premised on the need to gain support
in the context of the war in Ukraine and perceived as
an attempt to bolster EU strategic autonomy.

LATIN AMERICA AND THE
CARIBBEAN: CHALLENGES
AND ASPIRATIONS

The strengthening of ties with the EU is a major stra-
tegic opportunity for the LAC region. From a geopo-
litical point of view, this would allow it to offset its
dependence on the United States and China (and in
part, on Russia) without losing autonomy. Indeed,
a rapprochement would enable both regions to part-
ner in sustaining a rules-based multilateral order,
with effective global governance institutions and
trade exchanges free from the logic of geopolitical
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competition, which would in turn boost LAC’s au-
tonomy and sovereignty.

There is also a strong economic, political and so-
cial rationale. Globally, LAC was the region most
negatively affected in socio-economic terms by the
Covid-19 pandemic®, registering a 6.9% decline in
GDP in its first year and a rise in poverty levels to
34% @ It is also the second most unequal region in
the world, stuck in a ‘high-inequality, low-growth
trap’ ®® marked by lack of productivity, absence of
foreign investment to supplement weak domestic
savings, and excessive dependence on raw materi-
als®, Indeed, FDI inflows in 2021 represented just
9% of the global total, approximately USD 1.6 tril-
lion in 2021. Meanwhile, over the past decade, the re-
gion’s annual growth rate has averaged just 0.9 %®".

This performance is even worse than the region’s
‘lost decade’ of the 1980s. The Economic Commission
for Latin America and the Caribbean (ECLAC) esti-
mates that in 2023 growth will be on average 1.3 %
across the region, and warns that these poor rates of
growth will do little to help job creation, nor will they
allow governments to create the fiscal space they
need to maintain social expenditures and transfers,
invest in education, and create an environment to ab-
sorb the growing flows of migrants.” As a result,
ECLAC states that ‘the region faces the risk of expe-
riencing episodes of social unrest alongside a rising
tide of migration’®®.

On the political level, the last elec-
toral wave in the region gave leaders
the political capital required to ad-
vance ambitious social agendas al-
beit with the caveat that they must
contend with divided congresses.
Over the past few years, elections in
Colombia, Brazil, Mexico and Chile
produced markedly divided con-
gresses in a region with the fast-
est growing rate of political polarisation in the world
over the past 20 years®. As LAC countries harness
the green and digital revolutions, it will be vital for
them to ensure these processes help reduce inequali-
ties, otherwise they risk compounding the legitimacy
crisis affecting their political systems ®?.

Europe could help Latin America overcome both its
new and traditional challenges, assisting it in devel-
oping an economy based on trade in goods and ser-
vices such as renewable energy, especially between
the EU and LAC, and to lead green and digital transi-
tions adjusted to its social agenda. The region cannot
miss out on this opportunity®4.

However, relaunching the EU-LAC relationship is not
without its own challenges. EU funding and invest-
ment resources and tools are limited given that many
countries are ineligible for development cooperation

4
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support due to their middle-income status (an issue
which seems to have lost a degree of momentum af-
ter the ‘Development in Transition’ initiatives led by
the EU, OECD and ECLAC®#»). Meanwhile, European
private sector investors are disincentivised by Latin
America’s political and regulatory instability. As
such, the region is stuck in the trap of being ‘too rich’
to attract development funds and ‘too poor’, unequal
and volatile to attract the investments targeted at
other regions.

The EU is attempting to find ways to resource the
revitalisation of the relationship, notably through
the modernisation of existing trade and association
agreements®, It is also seeking to ratify the Mercosur
agreement, with negotiations stalled yet again as
they approached conclusion after 20 years due to a
coalition of European green parties and farmers’ as-
sociations who oppose it on environmental grounds
and due to concerns over meat imports. Meanwhile,
the likely impact of the Carbon Border Adjustment
Mechanism (CBAM) on the region’s exports to the EU
is a looming concern for LAC, as it could reverse the
trade gains of Mercosur and other trade and associa-
tion agreements 4.

The EU’s Global Gateway programme is a potentially
significant initiative for the region®®, currently fi-
nancing projects in five areas: digital, climate and
energy, transport, health, and education and re-
search®®, Projects such as the extension of the BELLA
submarine cable, whose aim is to
connect higher education institu-
tions across both regions, or the
Copernicus satellite system, tar-
geted at providing data to combat
deforestation and other environ-
mental threats, are currently being
funded by the programme. A fur-
ther €10 billion in funding was an-
nounced in the context of European
Commission President Ursula Von
Der Leyen’s trip to Argentina, Brazil, Chile and
Mexico in June 2023¢". However, the complete Global
Gateway Investment Agenda for Latin America and
the Caribbean has yet to be finalised. In theory, it will
be presented to the EU-CELAC Summit scheduled to
take place in Brussels in July this year®®. Meanwhile,
China is already investing heavily in the green and
digital sectors of the region’s economy®*.

Thus far, we know that the EU’s Latin America and
the Caribbean Investment Agenda will seek to iden-
tify ‘fair green and digital investment opportunities
in Latin America and the Caribbean, which will ben-
efit from the open environment generated by trade
and investment agreements and will help achieve
the Sustainable Development Goals’*”. The agenda,
which should be a key deliverable of the EU-CELAC
summit, will ‘leverage quality investments to deliver
on renewable energy and green hydrogen, critical raw



materials, decarbonisation, and transport infrastruc-
ture projects, 5G and last-kilometre connectivity,
digitalisation for public services, sustainable forest
management, health products manufacturing, edu-
cation and skills and sustainable finance, with a pos-
itive and values-based investment offer, respecting
high international standards’“4.

HOW TO MOVE AHEAD?

If the EU and the LAC region are to develop a strategic
partnership, they should deepen their political, eco-
nomic and social cooperation.

In the political realm

Despite sharing values and objectives, Latin America’s
diversity and the EU’s uneven footprint there make it
difficult, if not impossible, to achieve an ambitious
bi-regional strategic partnership. This does not mean
that the EU should pursue a differentiated approach
as a matter of principle but that it should offer the
region a large umbrella under which many different
conversations can take place.

First and foremost, it is key for both
sides to engage in an honest con-
versation on their willingness to
translate promises into concrete
results. Is the EU open to invest-
ing the political capital required so
that projects such as Mercosur and
the deepening of existing trade liberalisation agree-
ments with LAC can materialise? Will the EU increase
its dwindling cooperation budget for the region, ad-
vocate for LAC in multilateral forums, and adequately
resource initiatives like the Global Gateway and the
Digital Alliance? Will Latin America and the Caribbean
create an enabling environment for EU public and
private investments?

Another key conversation must focus on how to sus-
tain the rules-based multilateral order and how to
strengthen the role of the LAC region and its states
in international forums and institutions. While the
region overwhelmingly condemned the Russian in-
vasion of Ukraine®? it has also clearly articulated its
opposition towards a global economy in which geo-
politics and sanctions limit its growth opportunities.
Countries in the region do not want to be pushed to
take sides with blocs but rather prefer to examine
each topic on its own merits and then decide which
position to second and who to side with, an approach
referred to as ‘active non-alignment’#3. It is a legiti-
mate demand that should be heard and engaged with,
particularly given that many countries in the region

he EU must not

be the reason
the EU-Mercosur
agreement fails.
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are suffering the consequences of the war, whether
through Russian cyberattacks or inflationary pres-
sures stemming from shortages of fertilisers, grain
and other vital commodities.

The EU must avoid its bid for strategic autonomy be-
ing perceived as a zero-sum game aimed at guar-
anteeing its sovereignty and increasing its interna-
tional power at the expense of others. To this end, it
will have to approach strategic autonomy as a shared
agenda with the region in which the decision-making
capacity of its partner is also valued as a means and
as an ultimate end of the relationship.

In the economic realm

LAC economies, still recovering from the pandemic,
are now suffering due to the war in Ukraine and the
sanctions imposed on Russia, and are moreover ex-
posed to high energy and food prices, as well as rising
inflation and interest rates®. Accordingly, the EU’s
strategy to relaunch the relationship will be evaluated
according to its capacity to promote trade, invest-
ment and jobs. Even if the era of the great bi-regional
trade liberalisation agreements may have passed, the
EU must not be the reason the EU-Mercosur agree-
ment fails, should this happen®®. And particularly if
it fails, it will be necessary to re-
double efforts to modernise existing
agreements and, above all, to gen-
erate investment and trade promo-
tion programmes, both inter- and
intra-regional.

However, it is by no means guar-
anteed that the EU will successfully compete against
China and the United States, not least given that
both countries have the instruments and strategic
planning capacity the EU lacks. While Chinese in-
vestments are no doubt attractive, they deepen the
region’s dependence on China and incentivise the
reprimarisation of its economies at the cost of manu-
facturing and exporting goods and services, therefore
undermining their autonomy. To differentiate itself
from China and the United States, the EU should ori-
ent investments instead towards supporting the re-
gion’s sustainable development through a reindus-
trialisation programme including high-value services
and exports and a commitment to equity goals.

Regulatory quality and legal certainty are necessary
conditions for this. As noted by the OECD, whose
Indicators for Regulatory Policy Governance (iREG)
have mapped in detail the (poor) quality of regula-
tion in the region, this is a key factor curtailing the
region’s attractiveness for private investment “o.
The EU, which has introduced a wealth of initia-
tives to regulate the digital economy, including the
General Data Protection Regulation (GDPR), and more
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recently, the Digital Market and Digital Services Act,
could help modernise regulatory frameworks. These
regulations, which aim to promote fair competition,
provide legal clarity for digital assets, and protect the
privacy rights of citizens, are already impacting the
region and should consequently be further explored
by both parties.

While EU programmes, budgets and guarantees are
key, the heavy lifting will have to be done by the pri-
vate sector. For this reason, the July 2023 EU-CELAC
summit should approve an investment plan that both
identifies priority sectors of common interest and
mechanisms for the establishment and financing of
these public-private partnerships.

In the social realm

As the recently approved
Ibero-American Charter of Principles
and Rights in Digital Environments
shows, common value agendas -
while are not enough alone - do
provide a platform and incentives
to collaborate“?. The EU’s commit-
ment to human rights, democracy and social values
across all areas of its external action should help the
societies of the region to find in the EU support for
their efforts to bolster human rights protection and
good governance in their own countries, promote the
return to democracy where appropriate, such as in
Venezuela and Nicaragua, and reverse processes of
democratic deinstitutionalisation such as those ob-
served in Central America®®.

Also, the EU can play a key role in boosting human
capital in Latin America through training and educa-
tion as a complement to investment packages, help-
ing to ensure the sustainability of productive pro-
cesses and to reduce inequality.

Finally, the attractiveness and sustainability of in-
vestment is linked not only to the regulatory frame-
work for business but also to legitimate civil soci-
ety concerns related to corruption, authoritarianism,
government ineffectiveness and, in general, social
inclusion. Supporting and engaging with civil soci-
ety in LAC with a view to promoting government ac-
countability and transparency is a key EU priority for
the region®. Civil society actors must be a central
part of this strategic partnership process because it is
they who will ultimately demand transformation pro-
cesses that combine economic progress with values.

ivil society actors
must be a central
part of this strategic
partnership process.

CONCLUSION

The current context of significant global change pre-
sents an opportunity for the EU and LAC to revitalise a
relationship that has long punched below its weight.
Yet both parties will need to seriously commit and
make hard choices for this to yield fruit. On the one
hand, the EU and its Member States must endeav-
our to successfully conclude Mercosur negotiations
and to expand and modernise the network of existing
trade and association agreements. They should also
increase the budgetary resources available for LAC,
both at the EU and national level, and help develop
an investment plan drawing upon private and public
resources to deliver on the promises and expectations
generated by the Global Gateway.

It is legitimate for the EU to seek the region’s sup-
port in its quest to support the
rules-based order against the chal-
lenges posed by Russia and China,
as well as to help support its own
green and digital transitions and
economic growth. However, the EU
cannot be perceived as exclusively
interested in exploiting LAC natu-
ral resources and markets to secure its own strategic
autonomy, and rallying the region’s UN votes while
simultaneously ignoring the region’s needs and pre-
occupations. LAC does not need more extractivism,
whether of its raw materials or data, but true part-
ners in developing local industries and services that
promote growth and social inclusion. On the other
hand, LAC countries must seriously engage in deep
regulatory and institutional reform to attract foreign
investments and capital. Therefore, in cooperating
on socially inclusive green and digital transitions,
the EU and LAC could establish a more sustainable,
long-term, human rights-centred partnership, ena-
bling both to address shared challenges and goals.
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war are a good case in point. See: AP News, ‘Brazil’s Lula in Portugal
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