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QAmid a political backlash in the
United States against the out-
sourcing of jobs outside the US,
the US Senate last week

approved a measure barring companies
from most federal contracts if they out-
source some of the work abroad. What
is the potential impact of anti-outsourc-
ing sentiment in the US on Latin
America? What effect will US restric-
tions on outsourcing have on trade rela-
tions with countries of the region?

ABoard Comment: Jon
Huenemann: "The outsourcing
of jobs is not a new phenomenon
nor is it life-threatening to the

broader US economy. For those that lose
their job, it is no more painful than those
who lose their job due to technology,
macroeconomic conditions, and consumer
preference shifts, which are far larger caus-
es of such job destruction. We need to do a
much better job to help those in transition
and do everything possible to make the US
an attractive business environment. The
'anti-outsourcing sentiment' is indicative
of the broader concern over the relatively
anemic degree to which the US has been
producing private-sector employment in
the last couple of years when compared to
the previous decade. After producing 35
million net new jobs over the previous two
decades—a number roughly equivalent to
the entire civilian labor force of
Germany—the 'jobs machine' slowed.
Slower growth combined with high pro-

ductivity growth is a big part of the expla-
nation as we move through this transition.
The jobs will come, but I worry about some
of the hyperbole that fills the airwaves on
outsourcing if only because it combines a
concern for those that are adversely
impacted with a woeful lack of responsible
discourse and prescriptions. Latin
America, like many of our trading partners,
can become a victim of such political
impulses, but so can the US. Nothing truly
draconian regarding the so-called out-

CHART OF THE DAY

Copyright © 2004, Inter-American Dialogue Page 1 of 4

Continued on page 4

VVAATT
6633%%

GGlloobbaall TTaaxx
2200%%

OOtthheerr
22%%

SSppeecciiaall 
CCoonnssuummppttiioonn 

TTaaxx
1111%%

VVeehhiiccllee TTaaxx
44%%

Subscribers may pose questions to the Board of
Advisors for the Featured Q&A by contacting the
Editor at rsimpson@thedialogue.org

Monday, March 15, 2004

See related news brief on page 2.

Source: Internal Revenue Service.
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Economic News

US Judge Unfreezes Argentine 
Assets Sought By Creditors

US federal judge Thomas Griesa on Friday
unfroze $11 million in New York bank
accounts which jilted bondholders claim
belong to the Argentine government,
Reuters reported. "The restraining notices
and temporary restraining notices are
vacated," Griesa said in his ruling. "This
court finds that plaintiffs have not met
their burden of establishing that the
Republic (of Argentina) has an attachable
interest in the accounts." Lawyers repre-
senting Argentina argued that the
Argentine government did not control
bankrupt postal company Correo
Argentino's frozen $11 million in Lehman
Brothers Holding Inc. and BNP Paribas
accounts, and thus the funds could not be
seized as requested by an Uruguayan com-
pany stuck with Argentine bonds worth
$555,000. In January 2002, Argentina
defaulted on $88 billion of debt, which has
prompted some creditors to try to recover
their investment through seizing
Argentine government assets in the US.
Griesa had said last week he would not
unfreeze the funds unless Argentina guar-
anteed that they would remain available.
"The government submitted a declaration
that evidently satisfied the judge," said
Correo Argentino's lawyer, Silvia Bolatti,
according to Reuters.

US Says it Won WTO Telecoms
Victory in Dispute with Mexico

The Office of the US Trade Representative
said Friday a World Trade Organization
(WTO) panel had ruled that Mexico's
regime for international telecommunica-
tions violates the country's WTO obliga-
tions. In a statement, USTR said the panel
had sided with the US on most of the
major claims presented in the long-run-
ning dispute. The panel found that the
Mexican government had failed to meet its
WTO commitments by allowing domi-
nant fixed-line operator Telefonos de
Mexico (Telmex) to charge US carriers
above-cost rates to terminate international
calls in Mexico, and said that Mexican
rules granting Telmex exclusive authority

to negotiate those rates on behalf of all
Mexican carriers was "anti-competitive,"
according to USTR. In addition, the panel
found that Mexico had failed to allow US
carriers to leases lines from Mexican carri-
ers for the provision of resale services,
although it said Mexico could prohibit US
carriers from terminating US-originated
calls on leased lines in the country, USTR
said. US Trade Representative Robert
Zoellick hailed the panel's ruling as a vic-
tory for both US and Mexican consumers.
"The successful implementation of this
decision will lead to lower costs for
American and Mexican families with fam-
ily and friends across the border and elim-
inate unnecessary costs for businesses and
telecommunications providers.” US carri-
ers say they have made over $1 billion in
excess payments to Mexican carriers since
2000 because of the country's high inter-
connection rates, according to USTR. An
unnamed Mexican economy ministry offi-
cial cited by Reuters said Friday the gov-
ernment was analyzing the WTO ruling
and expected to formally respond today.
"At first sight, if I had to evaluate it, I'd say
there are gains on both sides," the official
stated. Both the US and Mexico can appeal
the ruling. If the WTO still rules in favor of
the US and Mexico fails to comply with the
decision, the US can adopt retaliatory
measures.

Political News

IDB to Attend Haiti Aid Meeting,
Propose "Massive" Aid Effort

Inter-American Development Bank (IDB)
President Enrique Iglesias said Friday the
IDB will participate in a March 22 meeting
of donors to discuss aid for Haiti, Reuters
reported. The IDB will propose at the
meeting, to be led by the World Bank, that
donors launch a "massive" aid program to
get the Caribbean country's fledgling gov-
ernment on its feet, Iglesias said. "We're
going to suggest a massive implementation
effort and perhaps there could be an exec-
utive office which would allow us to sup-
port the government so as to rapidly exe-
cute these projects," he said. Haiti has an
interim president and prime minister fol-
lowing the resignation and flight into exile
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Mexico Hikes Corto to Combat
Accelerating Inflation

Mexico's central bank on Friday
raised its "corto"—or amount of
money it makes available to the sec-
ondary money market—from 29
million pesos a day to 33 million
pesos a day, the second increase in
three weeks. Banco de Mexico said it
raised the corto because of higher-
than-expected inflation figures.

Source: Reuters.

Palocci Nominates New President
of Brazilian Securities Regulator

Brazilian Finance Minister Antonio
Palocci has nominated Marcelo
Fernandez Trindade to be president
of the country's securities regulator,
CVM, following the resignation of
Luiz Cantidiano for "personal and
professional reasons," the ministry
said Friday.

Source: finance ministry.

Tax Collection in Ecuador up 
2.8 Percent YoY in February

Net tax receipts in Ecuador rose 2.8
percent in February compared to the
same month of last year. Receipts
totaled $200.8 million last month,
versus $195.4 million in February
2003. For the first two months of
2004, tax collection in Ecuador has
risen 4.1 percent year-on-year to
$487.2 million, 3.7 percent less than
expected. Ecuador aims to collect
$3.218 billion in taxes this year.

Source: Internal Revenue Service.

DirecTV to Distribute Colombian
Network Caracol's Signal in US

US satellite television provider
DirecTV has agreed to distribute
Colombian network Caracol's signal
to US Hispanics for five years. No
additional details were provided.
Caracol is controlled by Colombian
conglomerate Valores Bavaria.

Source: Reuters.



of former President Jean-Bertrand
Aristide on February 29 amid a wide-
spread revolt against his government. The
head of the Supreme Court, Boniface
Alexandre, has assumed the presidency,
while last week Gerard Latortue was
named prime minister.

Company News

Femsa Sues in US Court to Partially
Block Interbrew-AmBev Deal

Latin American beverage giant Femsa on
Friday announced it had begun litigation
in US court to prevent aspects of Belgian
Interbrew's recently announced 9.2 bil-
lion euro ($US 11.5 billion) purchase of a
majority stake in Brazilian brewer AmBev.
Femsa argues that the Interbrew-AmBev
deal requires the approval of its US sub-
sidiary Wisdom because it transfers
majority interest in Interbrew-controlled
Labatt Brewing Company Limited, of
which Wisdom owns 30 percent. "The liti-
gation seeks to enjoin certain aspects of
the transaction announced on March 3,
2004 by Interbrew and the Brazilian brew-
er AmBev," a company statement read.
"Femsa found it necessary to take this legal
action in order to preserve Wisdom's
rights as the holder of the minority inter-
est in the joint venture company." If the
Interbrew-AmBev deal goes through, the
new company would surpass Anheuser-
Busch as the world's largest brewer by vol-
ume.

Banks Reject Debt-for-Equity Swap
Proposal for Parmalat Nicaragua

Panama's Tower Bank and Nicaragua's
Banco de America Central on Friday
rejected a proposed debt-for-equity swap
in the Nicaraguan unit of scandal-plagued
Italian food company Parmalat, Reuters
reported, citing a Tower Bank official
speaking on behalf of both banks. "The
situation of Parmalat in the world puts at
risk the interests of banks and therefore
we must do everything possible to collect
(the debt)," Jose Campa, a representative
of Tower Bank, told reporters. The
Nicaraguan unit of Parmalat, which filed
for bankruptcy in December amid  major

accounting irregularities that have led to
the arrest in Italy of several former and
current executives at the company, owes
Tower Bank and Banco de America
Central $5 million. An auction of some
$53 million in assets belonging to
Parmalat Nicaragua, the only large milk
company in the Central American coun-
try, is scheduled for today. Parmalat had
proposed the debt-for-equity swap to
avoid the auction. "Our reply has been

that we are commercial banks and not
investment banks, and we are not in a
position to do an exchange of debt for
shares," Campa said. "The credit that we
gave [Parmalat Nicaragua] was for local
working capital in Nicaragua, [but] the
company diverted these funds to Italy."
He added, however, that the banks were in
still in discussions with Parmalat to try to
work out a deal.
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QBrazil's economy contract-
ed 0.2 percent in 2003—its
worst performance since
1992—amid high interest

rates and unemployment. What is
Brazil's economic outlook this year?
What external factors are likely to
have the greatest impact on Brazil in
2004?

AGuest Comment: Jose Carlos
de Faria: "Brazil's GDP
declined 0.2 percent in 2003
due to tight monetary policy

required to restrain inflation on the
back of the large exchange rate depreci-
ation and political uncertainty experi-
enced in 2002. Although exports rose
14.2 percent and imports fell 1.9 per-
cent last year, private consumption fell
3.3 percent and investment fell 6.6 per-
cent. In Q4 2003, however, recovery
had already started and GDP grew an
annualized 6.1 percent. The aggressive
interest rate cuts implemented in the
second half of 2003 boosted aggregate
demand, making private consumption
and investment rise 1.6 percent and 4.0
percent respectively in Q4 2003.
Because the effects of monetary policy
are subject to time lags, the stimulus
provided by last year's monetary easing
is not over yet. Moreover, we expect
authorities to resume cutting interest
rates in Q2 2004, further stimulating
aggregate demand. Exports continue to
perform very well, keeping the current

account deficit subdued and easing the
potential negative effects of external
shocks, such as a steep hike in interest
rates in the United States. We also
assume that the government will keep a
tight fiscal policy, posting a primary
fiscal surplus of at least 4.25 percent of
GDP. Therefore, despite the disap-
pointing economic performance
observed in 2003, we still expect 3.6
percent GDP growth this year."

AGuest Comment: Albert
Fishlow: "The information is
not a great surprise. No one
was arguing—except the

planning ministry earlier—that 2003
was going to see a growth rate much
above zero. No one—with higher com-
modity prices and growth in the devel-
oped countries—was saying that 2004
would not yield growth of 3.5-4 per-
cent. The relevant question is 2005: will
Brazil this year see increases in invest-
ment that are essential to continued
growth not only of this magnitude, but
of accelerated expansion?"

Jose Carlos de Faria is Chief Economist
for Brazil at Deutsche Bank.

Albert Fishlow is Director of the Brazil
Center at Columbia University.
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A continuation of the March 10, 2004 Q&A 



Latin America Advisor 
is published every business day by the 

Inter-American Dialogue, Copyright © 2004 

Erik Brand,
General Manager, Publishing

Robert Simpson,
Editor

Chris Heaney,
Reporter

Danielle Jetton, 
Computer Services Coordinator

Inter-American Dialogue:
Peter Hakim, 

President

Michael Shifter, 
Vice President, Policy

Luiz Barcelos, 
Executive Director, Inter-Agency Consultation 

on Race in Latin America

Joan Caivano, 
Director of Special Projects

Dan Erikson,
Director for Caribbean Projects

Claudio Loser,
Senior Fellow

Jeffrey M. Puryear, 
Program Director and Senior Fellow

Viron Vaky, 
Senior Fellow

Subscription Inquiries are welcomed at 
freetrial@thedialogue.org 

Latin America Advisor is published every
business day by the Inter-American Dialogue
1211 Connecticut Avenue, Suite 510
Washington, DC 20036
Phone: 202-822-9002  Fax: 202-822-9553

The opinions expressed by the members of the
Board of Advisors and by guest commentators
do not necessarily represent those of the pub-
lisher nor do they represent any consensus of
belief. The analysis is the sole view of each
Advisor and does not necessarily represent the
views of their respective employers or firms.
The information in this report has been
obtained from reliable sources, but neither its
accuracy and completeness, nor the opinions
based thereon, are guaranteed. If you have any
questions relating to the contents of this publi-
cation, contact the editorial offices of the Inter-
American Dialogue. Contents of this report
may not be reproduced, stored in a retrieval
system, or transmitted without prior written
permission from the publisher.

Page 4 of 4Copyright © 2004, Inter-American Dialogue

IInntteerr-AAmmeerriiccaann DDiiaalloogguuee’’ss LLaattiinn AAmmeerriiccaa AAddvviissoorr MMoonnddaayy,, MMaarrcchh 1155,, 22000044

sourcing issue has become law in the US,
and let's hope more thoughtful
approaches eventually prevail. What this
should also remind us of is the critical
importance of concluding modern trade
agreements that tend to minimize the
damage these impulses can cause."

AGuest Comment: Susan
Kaufman Purcell: "Anti-out-
sourcing sentiment works
against US interests at home

and abroad. Constraints on outsourcing
will increase the price of US exports of
goods and services, thereby making them
increasingly uncompetitive. The result
will be a loss of US jobs in the export sec-
tor. Furthermore, talented, ambitious,
and highly educated foreigners will be
discouraged from pursuing their profes-
sional dreams in the US. Anti-outsourc-
ing sentiment will also make it harder for
Washington to win congressional
approval for additional free trade agree-
ments with individual or multiple Latin
American countries, since the same indi-
viduals who oppose outsourcing tend to
blame free trade for the loss of US jobs.
The many Latin Americans who oppose
globalization and free trade will not, of
course, mourn the absence of additional
FTAs with the United States, but their
attitudes will discourage needed foreign
investment and technology transfers,
while exacerbating the problem of Latin
America's declining global competitive-
ness. It's a lose-lose situation for both the
US and Latin America. Instead of trying
to fight globalization, both the US and
Latin America should accept it as a given
and make a serious effort to find ways of
ensuring that its benefits and costs are
more equitably shared."

AGuest Comment: James
Kenworthy: "It's not likely to
be significant for some time to
come. Access to US govern-

ment procurement (GP), whether for
goods or services, is still fairly tightly
controlled by US law, except to the extent
it may be modified by US commitments
in international treaties. In a regional
context, the ability of Latin American

and Caribbean (LAC) countries to access
US GP essentially depends on the market
access commitments of the US contained
in reciprocal regional or bilateral trade
agreements. While nearly all such agree-
ments contain disciplines for GP, since
most LAC nations have a large (40 to 60
percent of GDP) public procurement
sector, they have been reluctant to liber-
alize their GP sector. On the practical
side, even if the US substantially opened
up GP, there is not a large capacity for
cost-effective, efficient provision of GP
services in the region (as with technical
services from India), except, perhaps, for
call-forwarding to the English-speaking
countries of the Caribbean. US GP more
likely would draw on LAC natural
resources or low-cost, labor-intensive
production of basic manufactures. But
this doesn't seem a priority for LAC pro-
ducers and, so, short of significant US
investment in the area to generate trade
in such areas, the LAC region would not
seem an efficient source for US GP
requirements. So, LAC nations (except
the NAFTA countries) don't appear to
have a heavy investment in the issue at
stake, meaning that such a legislative ini-
tiative likely would become only a minor
irritant in US relations with the region."

Jon Huenemann is a member of the
Advisor board, Senior Vice President and
Group Leader at Fleishman-Hillard
Government Relations, and a former
Assistant US Trade Representative with
responsibilities in the Americas.

Susan Kaufman Purcell is Vice President
of New York Operations at the Council of
the Americas.

James Kenworthy is an independent con-
sultant in international trade and invest-
ment.
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