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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Construction in Mexico rose 6.3

percent year-on-year in April

amid a continuing boom due in

great part to government-
backed housing programs. What are
your short- and long-term forecasts for
Mexico's construction sector? How sig-
nificant is the sector to Mexico's overall
economy?

Guest Comment: Jose Angel

Gurria: "Construction is a very

important element in an econo-

my, both because it creates eco-
nomic activity per se, as well as because it
usually acts as a leading indicator of future
economic activity overall. In Mexico's case,
there are a number of things to consider:
first, the government is promoting gradu-
ally larger low-income housing programs,
notwithstanding its budgetary constraints.
The budgetary part acts as a catalyzer
where private-sector funding and finally
homeowners' own resources kick in, either
from their retirement plans at the National
Housing Institute or from family savings,
or both. Clearly, low interest rates have
contributed to generate demand, some-
thing that we have also observed at the
'middle-middle’ income level, a few notch-
es above the low-income sector (just mar-
ried, for example). Also, middle-income
and moderately high-income people with
some savings are trying their hand at
becoming developers, given the low yields
that banks offer. In Mexico, people have a
saying that 'with real estate and with dol-

Inside This Issue

lars, you never lose' (experience talking).
Most of the financing in this area is being
done by the 'Sofoles' (nonbank mortgage
lenders), but banks are gradually coming
back. The office building sector appears to
be experiencing a situation of oversupply,
at least in Mexico City, but there seems to
be room for industrial and commercial
developments, where the secret is the clas-
sic 'location, location, location." The gov-
ernment is also freeing up some budget
resources. Here, the sky is the limit. The
needs are everywhere (road building, road
maintenance, infrastructure of all kinds),

Continued on page 4

CHART OF THE DAY

Construction Output in Mexico
March 2003-March 2004
(in millions of pesos, at current prices)
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IMF Completes Review
of Brazil Loan Program

The International Monetary Fund
(IMF) on Friday completed a sev-
enth review of its $40.1 billion loan
program with Brazil. The review's
completion enables the IMF to dis-
burse $1.3 billion to the government
of Brazilian President Luiz "Inacio"
Lula da Silva. However, Brazil does
not plan to draw on the funds, the
IMF said. In a statement, IMF
Deputy Managing Director Anne
Krueger praised the government's
"sound" economic policies. "The
government's commitment to pru-
dent fiscal policy will help ensure
that the debt-to-GDP ratio stays on
a declining path," Krueger said.
Source: IMF.

Germany's ThyssenKrupp
Exits Brazilian Joint Venture

German steel and engineering group
ThyssenKrupp said Friday it had
sold its 49 percent stake in Brazilian
joint venture GalvaSud to local part-
ner CSN for 89 million reais ($US 32
million), citing uncertainty in the
auto industry in Brazil and the
Mercosur region, as well as disagree-
ments with CSN over how to run the
venture. ThyssenKrupp said it no
longer trusted CSN, Latin America's
second-largest steelmaker, after CSN
ousted GalvaSud's chief executive,
who had been appointed by the
German firm.

Source: ThyssenKrupp statement, Reuters.

Moody's May Downgrade Belize

Moody's Investors Service said
Friday it placed Belize on review for
a possible downgrade due to con-
cerns about the Central American
country's growing debt. Belize has
two outstanding international bonds
worth a combined $225 million.

Source: Reuters.
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Economic News

WTO Issues Final Ruling
Against US Cotton Subsidies

In a final verdict, the World Trade
Organization (WTO) on Friday ruled that
US cotton subsidies violated trade rules,
Reuters reported. Brazil, which brought
the case against the US, did not rule out
retaliatory sanctions if an expected appeal
by the US is rejected. "We don't favor this
kind of solution. It's the last resource the
nation has the right to use. It's one exit,
one avenue," said Roberto Carvalho de
Azevedo, chief of legal cases at Brazil's for-
eign ministry. An appeal by the US, which
insists its cotton subsidy program con-
forms with WTO rules, could take at least
one to two years, meaning no changes in
the program are likely during during that
time. Still, the ruling was welcomed by
developing nations, which have demanded

says US cotton subsidies cost its producers
$600 million in lost sales in 2001.
According to trade sources cited by
Reuters, the US paid out nearly $4 billion
in cotton subsidies for a crop worth only
$3 billion during the 2001-2002 season.

Peru Reports First Outbreak of Foot-
and-Mouth Disease Since 2000

The Peruvian government is experiencing
its first outbreak of foot-and-mouth dis-
ease in four years, but asserts it has con-
tained the highly contagious livestock dis-
ease, Reuters reported Friday. "It's been a
fairly light outbreak, and now it is under
control," said Jose Ochoa of the National
Service of Agrarian Health. Eight infected
cattle and 80 animals in contact with them
have been slaughtered, Ochoa said."Many
more" animals would be killed, he added,
noting that 800 other cattle had been in
contact with the infected animals. An out-
break of foot-and-mouth disease in Peru

Brazil, which brought the WTO case against US cotton subsidies, did not

rule out retaliatory sanctions if an expected appeal by the US is rejected.

an end to rich country agriculture subsi-
dies as a condition for further global trade
liberalization. Brazil is also pursuing a case
against European Union sugar subsidies at
the WTO, with a ruling expected as early as
this summer. Jon Huenemann, a former
assistant US trade representative with
responsibilities in the Americas, told the
Advisor last month that an adverse ruling
against the US could have a "polarizing"
effect on global trade talks and embolden
other countries to attack rich country
farm subsidies at the WTO. "That would
be an unfortunate outcome since the
developing economies have as much, if not
more in relative terms given the structure
of their economies, to gain from liberaliza-
tion in agriculture," said Huenemann, a
member of the Advisor board. "Dispute
settlement cases are not a substitute for
negotiating broad, or even in most
instances narrow, liberalization." [Editor's
note: see related Q&A in the May 6, 2004
issue of the Latin America Advisor.] Brazil

could potentially affect free trade negotia-
tions with the United States, which is free
of the disease. Although Peru does not
export beef, the virus can be carried by
fruits and vegetables. Peru is a big exporter
of limes, mangoes, asparagus, and other
produce. Ochoa said trade talks with the
US would not be affected "if we return to
our status of being foot-and-mouth free ...
but it definitely could affect it if were out
of control."

Political News

Carter Hosts Meeting Between
Venezuela's Chavez, Cisneros

In talks Friday hosted by former US
President Jimmy Carter, Venezuelan
President Hugo Chavez and local media
magnate Gustavo Cisneros agreed to
respect the country's constitutional
processes and maintain a dialogue both
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before and after an August 15 recall refer-
endum against Chavez. "There was a
mutual commitment to honor constitu-
tional processes and to support further
discussions between the government of
Venezuela and the country's news media
to ensure the most appropriate climate for
this constitutional process,” the Atlanta-
based Carter Center said in a brief state-
ment. "Participants discussed other issues,
including the need for a national dialogue
after Aug. 15 to ensure that all Venezuelans
will join harmoniously in the effort to
fight poverty and to enhance health, edu-
cation, and economic opportunities in
Venezuela." Chavez has accused Cisneros
of plotting to overthrow him, a charge
which Cisneros, who lives in the United
States, has denied. Cisneros owns
Venevision, a television channel Chavez
accuses of antigovernment bias. On June
11, Venezuelan police found a stash of
weapons and ammunition during a raid
on offices rented by Venevision. Company
President Victor Ferreres denied the sta-
tion had anything to do with the weapons
or an alleged coup plot against Chavez.

Jobless Argentines Stage Protest
March, Occupy McDonald's

Thousands of unemployed protesters
marched in Buenos Aires Friday to
Argentina's Congress to demand greater
government assistance, Reuters reported.
Demonstrators occupied nine
McDonald's restaurants during the
protest, while Spanish oil company Repsol
closed its offices in fear of an anticipated
invasion by protesters. Earlier this month,
protesters occupied Repsol's offices and
set fire to its building facade. McDonald's
and Repsol are seen by some Argentines as
symbols of the failure of a decade of free-
market reforms to improve living stan-
dards in the South American country.
Protests and road blockades by the unem-
ployed and so-called piqueteros have been
a regular occurrence in Argentina, where
half the population lives in poverty, since
the country's economic collapse in 2002.
Some Argentines have called on President
Nestor Kirchner to end what they call a
lenient stance with the protesters, while
others praise the president for avoiding
violent police clashes with them. Twenty-
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seven people were killed during protests in
2001 which led to the resignation of then-
President Fernando de la Rua.

New Candidacies in Sao Paulo
Mayoral Race Threaten PT Control

Two new candidates belonging to parties
allied to Brazilian President Luiz Inacio
"Lula" da Silva's government entered the
race for mayor of Sao Paulo on Sunday,
Reuters reported. The entrance in the race
of Michel Temer of the Brazilian
Democratic Movement Party and Luiz
Erundina of the Brazilian Socialist Party

could dilute support for incumbent
Mayor Marta Suplicy of Lula's Workers'
Party (PT). Suplicy is in a statistical dead
heat with Jose Serra of the Brazilian Social
Democracy Party in the run-up to
October municipal elections, according to
an Ibope poll published Sunday. A victory
by Serra, who lost the 2002 presidential
election to Lula, could have repercussions
for the 2006 presidential race, as whoever
controls the Sao Paulo municipal govern-
ment exercises tremendous influence over
voters in Brazil's largest city, which has a
population of 18 million people and is the
country's financial and industrial hub.
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plus the so-called 'Pidiregas," where the
private sector finances public energy
projects during the entire construction
period and only accounts for part of the
cost once the plants are delivered and
functioning. Construction will continue
to offer promise if macroeconomic sta-
bility remains, if the government can
count on some extra tax revenues to con-
tinue to favor the sector, given its multi-
plier effect on the economy, and if the
legal and political uncertainties sur-

€€ Construction is not very
significant as a share of GDP,
but it is significant as a creator

of jobs. »

- Rogelio Ramirez de la O

rounding private investment in some
sectors, both national and foreign, are
eliminated. "

Guest Comment: Tapen Sinha:

"There are three fundamental

factors driving the construc-

tion boom in the short run: the
government push for housing, the rise of
remittances by Mexican migrant work-
ers, and the recent windfall gain of the
Mexican government from oil price
rises. Additional government revenue
from oil price rises enhances the push for
housing by the government. In the short
run, rising oil revenue is uncertain.
International oil prices depend much on
what is happening in the Middle East. If
the destabilizing activities by jihadis con-
tinue in Saudi Arabia and Iraq, the high
price of oil will continue. Remittances to
the tune of $14 billion per year seems to
hold steady in the short run. Remittance
flows will continue because in recent
months we have seen movement of
migrant Mexican workers to the US
(legal and illegal) back to pre-September
11, 2001 levels. In addition, since the use
of consular documents has made it easi-
er for Mexican workers in the US to open

Copyright © 2004, Inter-American Dialogue

bank accounts, the money flow through
the formal channels has been enhanced.
Three other long-term factors are work-
ing in favor of the sustained housing
boom. First, money from the Afores pen-
sion funds is likely to be channeled (at
least partly) into construction. Second,
real interest rates in Mexico will come
down and become less volatile. This will
mean that banks will be more comfort-
able lending longer term. Third, legal
changes will make repossession of prop-
erty easier. This will also enhance prop-
erty loans. Like other middle income
countries (at the high end) and other
developed countries, construction will
get in sync with business cycles. Given
the deeper integration of Mexico due to
NAFTA, it will move in tandem with the
US/Canadian business cycles."

Guest Comment. Rogelio

Ramirez de la 0: "T expect high

construction activity in the 6 -9

percent rate of growth range
each year from 2004 until 2006, although
in 2006 it will start to diminish as the
year progresses, for investors will wait to
see what the outcome is of the presiden-
tial election. Construction is a sector that
is highly sensitive to government
changes, owing to the high contribution
of public programs. Construction is not
very significant as a share of GDP, but it
is significant as a creator of jobs. Hence
the fall in jobs we saw in Mexico for the
period 2001-03 was greatly ameliorated
by construction. Without construction,
employment—and emigration too—
would have been an even greater disaster
than it was."

Jose Angel Gurria is former Minister of
Finance, Foreign Relations, and
Commerce of Mexico.

Tapen Sinha is ING Chair Professor of
Risk Management and Insurance at el
Instituto Tecnologico Autonomo de
Mexico.

Rogelio Ramirez de la 0 is the Director of
Ecanal in Mexico City.
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