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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Colombian President Alvaro

Uribe was in Washington last

week to lobby US officials for

continued support for
Colombia's war against illegal armed
groups and drug traffickers. How much
of a difference has US aid to Colombia
made over the past few years? What
effect will an extension of US support
have in the Andean nation?

Board Comment:  Bernard

Aronson: "Less then a decade ago,

at the end of the Samper govern-

ment, Colombia was in crisis. The
economy was in decline, Colombians were
seeking to emigrate in record numbers,
investment was declining, the FARC had
dealt a series of reversals to the Colombian
army, and Colombia had been decertified
by the US for failure to cooperate in coun-
ternarcotics, branding the country a pariah
state and excluding it from OPIC and other
US assistance programs. Today, the
Colombian economy is growing, invest-
ment is returning, US-Colombian relations
have never been stronger, and more coca
leaf and poppy have been eradicated in
recent years than in the history of the pro-
gram. Colombians and their capital are
returning, and the Colombian military has
regained the offensive militarily. All of
these achievements are due to the leader-
ship and courage of Colombians, but none
of them would have been likely without the
strong, sustained bipartisan support and
assistance provided by the US to Colombia

Inside This Issue

in recent years. The country is safer today,
the FARC is on the defensive, and although
the struggle with the guerrillas is far from
over, the trends are positive."

Guest Comment: Adam Isacson:
"Since Plan Colombia began in
2000, the United States has grant-
ed Colombia $3.15 billion; at
least 80 percent, or $2.52 billion, has gone
to Colombia's military and police. This
may sound like a lot, but in fact it adds up
to only about a seventh of Colombia's
security budget—and most has responded

Continued on page 4

CHART OF THE DAY

IDB Loan Dishursements
1994-2003 ($US Billions)
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In its annual report, the Inter-American
Development Bank said dishursements
reached a record $8.9 billion in 2003.
See related story on page 2.

Source: IDB.

FEATURED Q&A: How Much of a Difference

Has US Aid to Colombia Made?...........cccccou..... 1
IDB Urges Region Take Advantage
of Growth, Consolidate Reforms........cccccoeuuvvnee. 2

With Popularity Falling, Brazil's
Lula Goes on the Defensive.......ccccocvveeecereereennee. 2

Peronist Party President Resigns

Amid Battle for Control of Party.......c..cccccoeurruenn 3

Petrobras Looks to Gain from

Argentine Energy Crisis ......ccccooovvevirererreriennns 3

The Dialogue Continues: What is the

Outlook for Agentina's Power Sector?............... 3
Page 1 of 4



Inter-American Dialogue’s Latin America Advisor

Tuesday, March 30, 2004

Manufacturing Job Growth in
Mexico Flat in January

Manufacturing jobs remained virtu-
ally flat in January, rising just 0.02
percent from the previous month.
Compared to January 2003, manu-
facturing employment fell 4.0 per-
cent. The biggest job losses took
place in the wood industry (-8.4 per-
cent), metal products (-8.0 percent),
and textiles (-6.6 percent).

Source: INEGL

TAM Posts Record 2003 Profit

Brazilian airline TAM on Monday
reported a record 2003 profit of
173.8 million reais ($US 59 million).
TAM attributed the strong reversal
from a loss of 605.7 million reais in
2002 to "a strict administration of
costs, important productivity gains
in economic-financial and adminis-
trative management, and also from
operation of the fleet." The airline
said it ended 2003 with a 33.1 per-
cent market share, in terms of pas-
sengers carried.

Source: company statement.

US Judge Rules in Favor of Cuba
in Cigar Trademark Dispute

A US federal judge on Monday that
General Cigar Co. could no longer
use the Cohiba brand name. The
judge said the trademark belonged
to Cuba's state-owned Cubatabaco.
General Cigar, which first registered
the Cohiba trademark in the US in
1981, said it would appeal the ruling.

Source: Reuters.

ISA to Issue $300 Million in Bonds

Colombian electricity transporter
ISA said Monday that shareholders
approved a plan to issue $300 mil-
lion in bonds. ISA did not say for
what it would use the proceeds from
the bond issue, although it does plan
to expand in the Andean region.

Source: Reuters.
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Economic News

IDB Urges Region Take Advantage
of Growth, Consolidate Reforms

The Inter-American Development Bank
(IDB) said Monday it disbursed a record
$8.9 billion to Latin America and the
Caribbean for economic and social devel-
opment in 2003, and exhorted the region
to take advantage of its apparent, incipient
recovery. "We must take steps to ensure
that the new cycle of growth, which prom-
ises to be better than in previous years
though still not good enough, is consoli-
dated," said IDB President Enrique Iglesias
in statement announcing the release of the
IDB's 2003 annual report. The report pre-
dicted 4 percent economic growth in the
region in 2004—compared to 1.5 percent

Latin America's biggest official lender, said
lending totaled $6.81 billion in 2003, up
from $4.5 billion in 2002. The bank lent
$333.9 million to the private sector in
2003, up from $316.4 million in 2002. In
related news, Argentine Economy Minister
Robert Lavagna said Monday his govern-
ment wants the IDB to issue long-term,
"policy-based loans" loans without condi-
tioning the loans on approval from the
International Monetary Fund, Reuters
reported.

Political News

With Popularity Falling, Brazil's
Lula Goes on the Defensive

Brazilian President Luiz Inacio "Lula" da
Silva—his administration's popularity at

€€ We must take steps to ensure that the new

cycle of growth ... is consolidated. »

in 2003—but warned that continuing
weaknesses require macroeconomic poli-
cies to shore up the fiscal situation and
make improvements in the countries' pub-
lic debt structures. "Now is the time to
consolidate reforms to attain much greater
competitiveness, strengthen the region's
financial systems and regulatory frame-
works, and ensure that capital flows con-
tinue to increase on a sustainable basis, "
Iglesias said. "At the same time, steps must
be taken to ensure that the benefits of
renewed growth reach all sectors of socie-
ty and are channeled into programs that
will substantially reduce the unacceptably
high levels of poverty." The report priori-
tized the rule of law, combating corrup-
tion, and increasing the coverage and effi-
ciency of basic education and health care
services for the future. Fifty-two percent of
the IDB's lending and 44 percent of its
operations were directed toward social
investments and poverty reduction proj-
ects. The Bank said it gave out $3.18 bil-
lion in emergency loans to Argentina,
Colombia, and Paraguay to relieve their
"temporary financial stress." The IDB,

— IDB President Enrique Iglesias

its lowest level since taking office in
January 2003—went on the defensive
Monday to promote his economic record
and downplay a corruption scandal that
has marred his government, Bloomberg
News reported. "I am not willing to take
Brazil on an adventure whose outcome we
already know," Lula stated. "I prefer to
maintain a plan that is the only one that
can make the Brazilian economy go right,
which is the plan of certainty, the plan of
credibility." According to a CNT/Sensus
poll released Monday, only 34.6 percent of
Brazilians have a positive opinion of Lula's
government, compared to 39.9 percent last
month. Lula's personal popularity is down
to 59.6 percent from 65.3 percent. The slip
has been attributed to the economy's slow
recovery from its 0.2 percent contraction
last year and a leaked video showing an
advisor close to powerful Chief of Staff
Jose Dirceu trading political favors for
campaign funds in 2002. The opposition
has pushed hard on the scandal and nag-
ging unemployment, which reached 12
percent in February. Lula responded
Monday that the economy should grow 3.5
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percent this year as a result of his infla-
tion-fighting policies and government
spending controls. "Certainly Brazil's
economy will grow, perhaps not as much
as we would like it to, but it will grow as
much as possible," he said, noting that
Brazil's massive $426 billion debt needed
to be treated responsibly.

Peronist Party President Resigns
Amid Battle for Control of Party

The head of Argentina's ruling Peronist
party resigned Monday amid an internal
struggle for control of the party that some
investors worry may spill over into eco-
nomic reform efforts, local daily La
Nacion reported. In announcing his resig-
nation, Peronist party President Eduardo
Fellner, governor of Jujuy province, criti-
cized "the intolerance and pettiness of
those who do not permit freedom of
expression.” Fellner and others elected to
party leadership positions at a Peronist
congress last week have been opposed by
President Nestor Kirchner, who did not
attend the congress and who has proposed
his own list of candidates to fill the party's
leadership slots. Kirchner, elected last year
as a Peronist party outsider, has waged a
campaign to wrest control from the
party's old guard as the country struggles
to emerge from a devastating economic
collapse in 2002. Local markets reacted
negatively to the political noise, with the
benchmark Merval stock index falling
2.18 percent, its second straight day of
losses. Investors fear Kirchner's bid to
modernize the party could cost him much
needed political support in Congress and
among Argentina's powerful Peronist gov-
ernors.

Company News

Petrobras Looks to Gain from
Argentine Energy Crisis

Brazilian state oil giant Petrobras said
Monday that Argentina's energy crisis
may benefit the company by freeing up
fuel to be exported to Chile, Reuters
reported. "There are trade deals with Chile
that are independent from the crisis, but
that could indeed boost business

Copyright © 2004, Inter-American Dialogue
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The Dialogue Continues

A continuation of the March 29, 2004 Q&A

In a sign that a slump in

investment in Argentina's

power sector is having an

effect, regulator Cammesa
this month ordered cuts of up to 20
percent in electricity to several
major factories due to a shortage of
natural gas and a lack of rain to
power hydroelectric plants. What is
the outlook for the country's power
sector? Will shortages become more
acute and widespread?

Guest Comment: Jed Bailey:

"Argentina's power sector is

suffering more from a lack of

affordable fuel than a lack of
generation capacity. The regulatory
and legal issues still pending from the
2002 crisis are resulting in gas supply
shortages—three months before the
peak winter demand season. Thermal
generators' demand for natural gas
leapt 55 percent year-on-year in the
first quarter of 2004. Relatively dry
conditions in the Comahue region and
in Argentina's northeastern rivers have
contributed to the increase in thermal
output, as has rising power demand
supported by artificially low prices to
consumers. Thermal power plants in
Buenos Aires are already burning alter-
native liquid fuels due to the lack of

prospects,” Petrobras head Jose Eduardo
Dutra told reporters, according to Reuters.
Last week, Argentina imposed limits on
natural gas exports and threatened oil
companies with higher taxes to boost
power stations' energy supply. Power cuts
have thus far hit about 30 large users, but
the government fears shortages could
soon affect the whole industrial sector.
Separately, Spain's Repsol said Monday it
was optimistic about an agreement
between the Argentine government and
oil groups to end the country's energy cri-
sis, Reuters reported. "We are prepared to

natural gas and the constraints will
deepen as residential heating demand
increases with the winter. CERA esti-
mates the power sector could consume
as much as 1-1.5 million tons of oil
equivalent this winter, although it is
unclear if the country's infrastructure
can handle this volume of fuel or who
will pick up the estimated several hun-
dred million dollar tab. The power sec-
tor's Stabilization Fund that was
designed to balance seasonal cost vari-
ations is already in the red, and the
government's fiscal constraints may
limit its ability to further prop up the
sector. As a result, industrial customers
will likely see increasingly frequent
interruptions in their gas and power
service this winter, as the government
attempts to limit the impact of the nat-
ural gas shortage on residential con-
sumers. This in turn will put a growing
drag on Argentina's economic recovery
that will last until the conditions for
new investment are greatly improved."

Jed Bailey is Associate Director for
Latin America at Cambridge Energy
Research Associates (CERA).

do all that is necessary to reach a deal, and
we trust we will do so," said a Repsol
spokesman. Repsol extracts about 30 per-
cent of Argentina's natural gas. Oil com-
panies and the government are looking at
several solutions, including redirecting gas
supplies toward industry, using fuel
instead of gas to generate electricity, and
importing energy from Brazil or Bolivia.
The Argentine government says oil com-
panies caused the shortage by failing to
invest in infrastructure, while companies
say energy prices are too low to make
investments worthwhile.
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Featured Q&A
Continued from page 1

only to US priorities like easing fumiga-
tion and protecting an oil pipeline.
According to US statistics, coca acreage
has been reduced as a result of fumiga-
tion, although after four years official
data reveal no change in the price of
cocaine at home. Nonmilitary US aid has
barely made a dent in the need for devel-
opment opportunities, emergency aid to
displaced people, or efforts to rescue the
collapsing judicial system. Colombia's
guerrillas and paramilitaries remain
strong, although off balance and less
active. The counterinsurgency effort Mr.
Uribe envisions in 'Plan Colombia 2" will
be very costly, and the US administra-
tion, with many foreign policy priorities
elsewhere, is unlikely to increase its com-
mitment far beyond current levels. The
success of the Colombian military cam-
paign will ultimately depend not on US
aid, but on Colombians' own contribu-
tion, not just to war-fighting but to pro-
tecting human rights and rebuilding the
country's tattered civilian institutions."

Guest Comment: Steve Johnson:

"There are those who believe

that money spent should mean

results got. But the US partner-
ship with Colombia to reduce drug traf-
ficking, end its 40-year civil war, and
address some of its economic and politi-
cal problems has sparked an evolution,
not an immediate change. By the end of
Plan Colombia's five-year scope, we may
not see a 50 percent reduction in drug
trafficking or a signed peace with former
rebel and paramilitary groups. But keep-
ing a steady course through two US and
Colombian administrations has helped
put Colombia's ship of state on a differ-
ent course. Under the current
Colombian government, drug traffickers
have taken big hits, guerrillas are desert-
ing, paramilitaries are talking peace, and
Colombians are beginning to travel their
own highways again. Political and eco-
nomic problems of strengthening the
justice system, improving local gover-
nance, and establishing a regulatory
environment where all Colombians play
by the same economic rules are all
reforms in the making. As these changes

Copyright © 2004, Inter-American Dialogue

take place, they will benefit both
Colombia and its neighbors, including
the United States. Yet, at some point
Colombia will have to do more on its
own. US assistance should be designed to
insure that outcome”

Board Comment: Myles

Frechette: "In the last five years,

US assistance to Colombia has

surpassed $2.5 billion, and,
since President Uribe took office in
August 2002, results have been impres-
sive. Narcotrafficking, and guerrilla and
paramilitary terrorism were reduced.
Coca cultivation has dropped by 21 per-
cent. If spraying continues to show the
results it did in 2003, Plan Colombia's
goal of a 50 percent reduction by 2005
will be attained. The supply of coca in
the Andean region as a whole is down.
When current stocks of cocaine now in
North America are drawn down, this
smaller Andean coca production will
reduce US cocaine availability. Law
enforcement and judicial cooperation
have been excellent. US assistance also
helped with judicial reform, internally
displaced persons (1.4 million), social
projects, and alternative crop develop-
ment. Colombians feel more secure and
have hope. Uribe's popularity figures
hover close to 80 percent. Continued US
support will support economic growth,
democracy and stability in the entire
Andean region."

Bernard Aronson is a member of the
Advisor board, Managing Partner at
ACON Investments LLC, and was US
Assistant Secretary of State for Inter-
American Affairs from 1989 to 1993.

Adam Isacson is Director of Programs at
the Center for International Policy.

Steve Johnson is Latin America Policy
Analyst at The Heritage Foundation.

Myles Frechette is a member of the
Advisor board and was US Ambassador
to Colombia from 1994 to 1997.
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