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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Mexico's antitrust watchdog,

the Federal Competition

Commission (CFC), has rejected

an alliance of three major
retailers—Gigante, Soriana, and
Comerci—to create a joint purchasing
venture amid concerns the venture
would engage in price-fixing. What is
the outlook for the three retailers in the
wake of the decision and what steps
will they now take to fend off a rapidly
expanding Wal-Mart?

Guest Comment: Luis de la Calle:

"When people insist that NAFTA

has not led to convergence

between the US, Canada, and
Mexico, I like to point out the striking sim-
ilarities between supermarkets in Mexico
and the rest of North America. They are the
same in terms of variety, quality, presenta-
tion and price of goods they sell, services,
and even financing of consumer credit.
Supermarkets are also spreading the new
economy to regions and neighborhoods
with a stark absence of modern markets,
reflecting the bet companies are making on
a growing middle class. The battle for
Mexican consumers must be seen in this
light. The challenge for Mexican suppliers
is to operate in this new economy with an
old infrastructure. For Mexican retailers,
the challenge is to keep pace with the for-
midable competitor that Wal-Mart is. This
means improving logistics, eliminating
redundancies, catering to consumer tastes,
investing in state-of-the-art distribution

Inside This Issue

and technology, expanding outlets to
underserved areas, and, developing an
array of new, modern, efficient Mexican
suppliers that eventually might become
exporters. This is what Sinergia apparently
attempts to do. The irony is that the Federal
Competition Commission would have
approved a merger of the three if asked to
rule on it, but it could not figure out how to
approve more efficiency in the distribution
system and greater competition in the retail
sector.”

Continued on page 4

PHOTO OF THE DAY

TR

US President George W. Bush
and Mexican President Vicente
Fox talk during a weekend meet-
ing at Bush's ranch in Crawford,
TX. See related story on page 2.

Source: Mexican Office of the President.

FEATURED Q&A: What is the Outlook
for Three Major Mexican Retailers?.................. 1

Chavez Repeats Accusations,
Warnings Directed atthe US ..o 2

US to Exempt Some Mexicans from
Immigration Security Procedures ........cccccuu..... 2

Colombian Paramilitary Leaders Demand

Protection from Extradition.........cccccoovverververeecnnee 2

Chile's Lagos Says Foreign Mining

Firms Should Contribute More........c.ccooveeereenen. 3

Cencosud Buying Controlling

Stake in Argentina's DiSCO ......cccouvrrervereerccrennnes 3
Page 1 of 4



Inter-American Dialogue’s Latin America Advisor

Brazil Antitrust Officials Freeze
CBD-Sendas Joint Venture

Brazilian antitrust regulator Cade on
Friday froze a planned joint venture
between retailers CBD and Sendas
while it studies the effects of the pro-
posed venture on competition. Last
month, the finance ministry had rec-
ommended freezing the venture
because of concern CBD would have
near 100 percent control of the mar-
ket in certain markets in Rio de
Janeiro state. CBD is Brazil's largest
retailer.

Uribe Drops Plan to Use Foreign
Currency Reserves to Prepay Debt

Colombian President Alvaro Uribe
said Friday he had abandoned a
much criticized plan to use foreign
currency reserves to repay debt.
Uribe was reportedly persuaded to
drop the plan due to concerns it
would signal the government was
not concerned about a recent
strengthening of the peso. Uribe also
said the government was considering
a tax on speculative capital.

Brazilian Judge's Ruling in Favor
of Gay Unions Praised by Activists

Gay activists on Friday hailed a deci-
sion by a judge in the southern
Brazilian state of Rio Grande do Sul
to allow same-sex unions. The rul-
ing, which allows same-sex unions to
be registered in any notary public
office in the state, became effective
last Wednesday.

New Car Sales up in Venezuela

New car sales in Venezuela rose 46.7
percent in February from the same
month a year ago. A total of 6,621
cars were sold last month, compared
to 4,512 in February 2003, when the
country was embroiled in a devastat-
ing general strike.

Source: Reuters.
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Political News

Chavez Repeats Accusations,
Warnings Directed at the US

Venezuelan President Hugo Chavez on
Sunday repeated accusations that the
United States was supporting his over-
throw and renewed warnings that US
actions could disrupt the flow of oil from
Venezuela, Reuters reported. Chavez said
recent anti-government protests, in which
some eight people were shot dead and
almost 200 injured, were "made in the
USA" and accused US President George
W. Bush of funding efforts to topple him.
He said if the US tried to invade Venezuela
or replace him, "the US people can forget
about getting Venezuelan oil." Venezuela is
the world's fifth-largest oil exporter and
the third-largest supplier to the United
States. The US has dismissed Chavez's
accusations and says it supports peaceful
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tors traveling without visas to be finger-
printed and photographed, Reuters
reported Saturday. News of the exemp-
tions came during a meeting over the
weekend between US President George W.
Bush and Mexican President Vicente Fox
at Bush's ranch in Crawford, Texas. Under
the proposal, Mexicans holding special
"laser visa" cards would not have to submit
to the fingerprinting and photographing
requirements of the US VISIT program,
which the Department of Homeland
Security launched at the beginning of the
year to prevent terrorists and other crimi-
nals from entering the country, as long as
they agreed to stay less in the US less than
72 hours and did not stray too far from the
border. During a joint presidential press
conference on Saturday, Fox said he wel-
comed the exemptions. " ... We appreciate
what this will do to the flow of visitors
now that they will not have to be pho-
tographed or fingerprinted at the frontier

Chavez said recent anti-government protests ... were
"made in the USA" and accused US President George W. Bush
of funding efforts to topple him.

elections in Venezuela. On Saturday, sever-
al hundred thousand people marched in
an opposition protest. The opposition is in
talks with the country's electoral authority,
the National Electoral Council (CNE),
over the validation of petition signatures
needed for a recall referendum against
Chavez. Last week, the CNE said it had
only validated 1.8 million signatures, some
600,000 signatures short of the minimum
needed to trigger the referendum, but
would allow petition signatories to recon-
firm some 1.1 million signatures in dis-
pute. The CNE has said it should have a
final determination on the number of
valid signatures by the end of this month,
after the reconfirmation process is com-
pleted.

US to Exempt Some Mexicans from
Immigration Security Procedures

The United States will exempt some
Mexicans traveling to the US from new
immigration procedures that require visi-

for short visits to the United States," Fox
stated. Since his election in 2000, Fox has
been pushing for an immigration accord
that would allow more Mexicans to travel
and work legally in the US. In January,
Bush announced an ambitious immigra-
tion reform proposal that would grant
three-year guest worker visas to Mexican
immigrants.

Colombian Paramilitary Leaders
Demand Protection from Extradition

Extreme-right Colombian warlords on
Friday demanded guarantees in peace talks
against extradition to the US for drug
charges and criticized the government's
demand that they relocate to "concentra-
tion zones," Reuters reported, citing local
press. The paramilitary bosses said with-
drawing their forces, which are accused of
massacres and human rights violations, to
government-supervised zones would leave
civilians vulnerable to attacks by Marxist
rebels. "This [relocation] could exacerbate
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attacks on the population by the guerril-
las," said Salvatore Mancuso, military
chief of the United Self Defense Forces of
Colombia (AUC). Government peace
negotiator Luis Carlos Restrepo warned
last week the talks faced sudden collapse
unless the paramilitaries put their men
under government watch. Mancuso also
demanded the government return the
paramilitaries "to civil society with the
same rights as any citizen without dan-
gling the risk of extradition over our
heads." Pacification of the paramilitaries
is key to President Alvaro Uribe's attempt
to end the country's four-decade-long
civil war. Human rights groups have con-
demned talks with the paramilitaries, and
the US last month added Mancuso and
another AUC leader to its list of interna-
tional drug "kingpins." A recent govern-
ment report said paramilitaries had killed
over 250 people since last year's declared
cease-fire.

Economic News

Chile's Lagos Says Foreign Mining
Firms Should Contribute More

Chilean President Ricardo Lagos said
Saturday that mining companies should
pay more in taxes for depleting his coun-
try's copper wealth, but stopped short of
endorsing a controversial proposal to
impose a royalty tax on foreign mining
companies, Reuters reported. Lagos, who
has said he would not change the rules for
foreign investment in Chile, called on for-
eign mining firms to seek a "fair and equi-
table" formula for increasing their contri-
butions to the state and proposed that the
contributions go toward a new fund for
scientific and technological development.
"This natural resource of ours, how can we
benefit when it is all gone?" the president
asked. "Let's agree on this. First, whatever
we obtain is for a large fund, not for
spending. Second, what can we do to not
affect the investment coming in and how
can we explore these issues? I think the
best way is to find a common agreement
with the majority of companies." Lagos'
comments came amid growing calls from
within his own ruling alliance for a royal-
ty tax on foreign miners, who critics say

Copyright © 2004, Inter-American Dialogue

Monday, March 8, 2004

The Dialogue Continues
A continuation of the March 5, 2004 Q&A

Last month, US President

George W. Bush formally

notified Congress of his

intent to sign the Central
American Free Trade Agreement
(CAFTA). What benefits does the pro-
posed agreement provide current
and potential investors, particularly
in the areas of textile, apparel, and
footwear?

Guest Comment: Richard

Feinberg: "As a state-of-the-

art free trade agreement,

CAFTA includes clauses that
provide investors with a predictable
legal framework, national treatment,
due process protections, rights to fair
compensation in the event of expropri-
ation, and establishment of a dispute
settlement mechanism. In textiles and
apparel—by far the largest and most
dynamic industrial sector in most
Central American countries—CAFTA
would provide immediate duty-free
access for garments that meet the still-
restrictive rules of origin requirements
(generally that most fabric be made in
the US or other NAFTA or CAFTA
countries). CAFTA's preferences will
help the region compete after the 2005
phase-out of global textile quotas and
may encourage vertical integration of
the textile and apparel industry within
the emerging NAFTA-CAFTA com-
plex. But the ability of Central America
to attract investment will also depend
on the overall investment climate, the
region's ability to reduce intra-regional
barriers, build physical and IT infra-
structure, better educate its work force,
strengthen its public institutions, and
deepen its democratic stability. CAFTA
will also require firms to comply with
labor standards, which if taken serious-
ly could provide the region with a good
social reputation and therefore a com-
parative advantage on international
markets."

Guest Comment: Carlos

Imendia: "The projects iden-

tified and underway in the

region aim toward a region-
alized approach in which scale, hospi-
tality, and market advantages are aug-
mented, inasmuch as those projects
allow investments in a cluster-oriented
fashion. First, the transition from CBI
to CAFTA will give investors in the
region a competitive edge with respect
to other countries in the Basin not yet
enjoying an FTA with the US and a
longer planning horizon. Second, these
sectors are precisely those with higher
human skills, supporting infrastruc-
ture and a new breed of entrepreneurs
with a global vision. There is also com-
petitive financing available and public
investment is oriented to reduce trans-
action costs and supply skillful man-
power. With CAFTA, investors will be
increasing market scope by selling in
both regions, in which the trade share
is altogether the same that the EU has
in percentage terms. In these fields,
they will reap the fruits of the efforts
underway with full package, cluster-
like investments at a two-hour distance
by plane from Miami. The develop-
ment approach, the geography, the
high income elasticity of these types of
products, the young population, and
the economies of scale are factors to be
weighed. Remember, those first in will
be the takers of a positive-sum game
embedded in CAFTA."

Richard Feinberg is a Professor of
International Political Economy at the
University of California in San Diego.

Carlos Imendia is Chief of the Planning
and Budget Department at the Central
American Bank for Economic
Integration.
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Featured Q&A
Continued from page 1

Guest Comment: Tufic Salem:

"Strategically, Comerci and

Soriana have the least impact

from this breakup, but for
Gigante it is very negative news since the
company benefited the most from this
alliance. We believe that the breakup
could even work in favor of Comerci for
a few reasons: 1) we would not see pres-
sure on business practices that are less
favorable to Comerci to keep interparty
relationships (such as the sharing of the
voucher program with Gigante in
December); 2) Comerci is the only one
of the three with everyday low prices, so
it already has an advantage in negotia-
tions with suppliers over the other two;
3) it could increase competition between
the three companies where Comerci

stands strongest to gain market share,
especially in the Central/Mexico City
area; 4) there is limited downside risk—
keeping in mind that we have been skep-
tical on the degree of potential benefits
that it would bring to its
members—especially with the level of
difficulty involved in grouping retailers
with such a broad range of infrastruc-
ture, geographical presence, and com-
mercial strategy."

Tufic Salem is a Retail Analyst at Credit
Suisse First Boston.

Luis de la Calle is Managing Director at
Public Strategies and former Mexican
Undersecretary for International Trade.

pay too little in taxes. This month, law-
makers allied to the president are expect-
ed to introduce legislation establishing a
2-3 percent tax, which the foreign min-
ing firms have said would hurt invest-
ment in the sector. Foreign companies
produce more than half the copper
mined in Chile, which is the world's
largest copper producer. [Editor's note:
see related Q&A in the March 4, 2004
issue of the Latin America Advisor.]

Company News

Cencosud Buying Controlling
Stake in Argentina's Disco

Chilean supermarket chain Cencosud
announced Friday that it and three
investment partners had agreed to pur-
chase the Argentine unit of Dutch retail-
er Ahold for $315 million, Reuters
reported. Cencosud will hold a 62 per-
cent stake in the unit, Disco, while its
three partners—Capital International,
AIG Capital Partners, and the
International Finance Corporation—
will own the rest. Cencosud said it would
use existing resources to make the pur-
chase and that the transaction would be
completed within six months, pending
regulatory approval. Following the

Copyright © 2004, Inter-American Dialogue

acquisition, Cencosud would own 320
supermarkets, 39 home improvement
stores, and 16 shopping centers, making
it one of the largest retailers in South
America. Last year, Cencosud agreed to
buy the Chilean unit of Ahold's regional
supermarket chain Santa Isabel.

Telmex to Bid on Brazil's Embratel

Mexican telephone giant Telefonos de
Mexico (Telmex) plans to bid for a con-
trolling stake in Brazilian long-distance
operator Embratel, Reuters reported
Friday, citing an unnamed source close
to the bidding process. The acquisition
of the 52 percent stake in Embratel, put
up for sale by bankrupt US parent MCI
in November, would follow Telmex's
purchase last month of bankrupt AT&T
Latin America for $207 million, its first
foray outside of Mexico, where it domi-
nates the fixed-line market. In
December, Telmex filed with US regula-
tors to sell up to $2 billion in debt, spark-
ing speculation it was planning to use
the proceeds from the issue to make
some acquisitions. The controlling stake
in Embratel is valued at about $450 mil-
lion. Telmex's owner, Mexican billionaire
Carlos Slim, may be considering a debt-
for-equity offer, as he holds some $1.7
billion in MCI debt.
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