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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Colombian President Alvaro

Uribe last week proposed a

number of measures to help

relieve the burden of public-
sector pension payments on fiscal
accounts, including the imposition of a 4
percent value-added tax (VAT) on many
currently exempt goods and services. Do
you expect lawmakers to approve the
measures? What is Colombia's fiscal
and economic outlook if the measures
are not approved?

Guest Comment: Rafael de la

Fuente: "The problems of the

social  security system in

Colombia are like those of a death
foretold. Alarm bells are going off now
because the reserves of the National Social
Security Institute have been exhausted,
forcing the central government to make
top-up contributions to pay pensions. But
the authorities had predicted this out-
come—with uncanny precision, as it turns
out—almost a decade ago. Nor are the gov-
ernment's proposed solutions—an elimi-
nation of special pension regimes, lower
pension benefits, and higher taxes to pay
for them—anything new. Both President
Uribe and former President Andres
Pastrana before him have made reform
attempts along these lines. Will Uribe suc-
ceed this time around? With the legislative
agenda clogged with re-election issues, it is
difficult to see how. Colombia's structural
problems are such that some type of social
security reform will be approved (again),

Inside This Issue

but don't expect it to resolve the underly-
ing fiscal malaise."

Guest Comment: Carola Sandy:
"We think that obtaining con-
gress' support for a new tax hike
to partly offset the growth of
transfers to the pension system will be dif-
ficult. The government proposals to levy a
4 percent VAT on a number of goods and
services that are currently exempt, and levy
income taxes on pension payments above
four minimum salaries were rejected by
congress last December. While Uribe's
political control of congress has improved

Continued on page 4

PHOTO OF THE DAY

Brazilian President Luiz "Inacio” Lula da

Silva (left) confers with Mexican
President Vicente Fox during a
Mercosur  summit  yesterday in

Argentina. Fox is seeking to establish
closer political and economic ties
between Mexico and the Mercosur
countries.

Photo: Los Pinos.
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Telmex Stock Suffers
on Downgrade News

Stock in Mexican phone giant
Telefonos de Mexico (Telmex) fell
more than 3 percent yesterday on
news Merrill Lynch cut its recom-
mendation on Telmex stock to "sell"
from "buy" due to the company's
recent spate of acquisitions in South
America. The stock is now trading
slightly ahead of where it was last
year at this time. "Though strategi-
cally we see the logic in these moves,
there is, in our view, a high likeli-
hood that they will require higher
investment, lead to margin pressure,
and increase execution and financial
risk," Merrill Lynch was quoted as
saying.

Source: Dow Jones Newswires.

FedEx Expands Hub in Struggling
Miami International Airport

Miami International Airport will
open new FedEx Express "Gateway
Hub" today. The opening comes
amid criticism of the Airport in
recent months for mismanagement,
sinking employee morale, rude treat-
ment of visiting dignitaries by
screeners, and loss of airline busi-
ness. Miami receives nearly 80 per-
cent of US air imports from Latin
America and the Caribbean.

Source: company release, The Miami Herald.

Mitchell Takes Over International
Operations at Steelcase

James Mitchell has been named
president of international operations
of office furniture maker Steelcase.
The company has Latin American
offices in Brazil and Mexico, and a
relatively larger physical presence in
other regions of the world. Mitchell
succeeds Robert Black, who resigned
to accept a position at Sammons
Enterprises Inc.

Source: company release.
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Economic News

Venezuelan Opposition Would Seek
to Restore Close Relations with US

Venezuela will re-establish friendly rela-
tions with the United States if the opposi-
tion succeeds in ousting President Hugo
Chavez in an August 15 recall referendum
and wins a subsequent election, an oppo-
sition leader said Thursday, according to
Reuters. Armas said an opposition govern-
ment would end Chavez's hostile approach
to US-Venezuela political relations and
align Venezuela's diplomacy to more
closely reflect the two country's economic
ties. "Our political relations with the
United States cannot be at odds with our
economic  relations," Armas  said.
Venezuela remains the third-largest for-
eign supplier of oil to the US, despite
repeated verbal attacks on the US govern-
ment by Chavez. The fiery Venezuelan

Brazilian Industrial Output up
2.2 Percent in May on Exports

Brazilian industrial production's growth
streak continued in May as increasing
exports of automobile and telecommuni-
cations equipment boosted manufactur-
ing output, government statistics agency
IBGE said Thursday. Industrial produc-
tion grew 2.2 percent in May from April
and posted a 7.8 percent rise from May of
last year. Manufacturers reported
increased demands for industrial goods,
which economists speculate is likely to
encourage overall economic growth. In a
research note today, UBS said IBGE's
industrial output figures for May, com-
bined with sales and employment data for
May reported by the Confederation of
Brazilian Industries, "showed that the
industrial activity is growing at a fast pace

“Our political relations with the United States cannot

be at odds with our economic relations.

leader has accused the US of interfering in
domestic matters and of backing conspir-
acies to overthrow him. Armas also said he
would end what was "a kind of sinister
alliance" with Cuba, and called for
improved relations with neighboring
Colombia, which has accused Chavez of
supporting Colombian rebels. The opposi-
tion is expected to formally present its for-
eign policy proposals for a post-Chavez
government today. Armas said the pres-
ence in Venezuela of more than 10,000
Cuban doctors, teachers, and other advi-
sors "went far beyond what is reasonable
and acceptable in diplomacy." Critics have
blasted Chavez's support for Cuba by sell-
ing cheap oil to the communist island.
Most polls show Chavez losing the August
15 referendum, but two recent surveys
indicate that Chavez may survive the vote.
If he loses the referendum, elections will
be held within 30 days to choose a succes-
SOr.

»

-Venezuelan opposition leader Alejandro Armas

this year." The positive figures on Brazil's
strong export-oriented growth point to a
strengthened economy and steady acceler-
ation of the country's recovery. Record
sales of cars, home appliances and mobile
phones have been made increasingly pos-
sible by the Central Bank's lowering of its
benchmark Selic lending rate since the
middle of last year. The Selic currently
stands at 16 percent. The sales boom
resulting from reduced rates has created
opportunities for manufacturers' expan-
sion through increased investment, hiring,
and physical growth. The Brazilian gov-
ernment is also optimistic that the current
economic boom will continue, driven by
strong exports and a revived domestic
market, and as it takes steps to stimulate
the productive sector. On July 1, Minister
of Development, Industry, and Foreign
Trade Luiz Fernando Furlan announced
President Luiz Inacio "Lula" da Silva's
approval of Modermagq, a program that
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will offer $811 million in resources from
the Workers' Assistance Fund (FAT). The
Fund provides loans to purchase machin-
ery and equipment, with a five-year pay-
ment period and fixed interest rates.

Company News

In Turnaround, Mexico Approves
Retail Alliance Against Walmex

Mexico's antitrust agency announced
Thursday it will allow three retail giants to
combine operations for warehousing,
purchasing, and distribution. The state-
ment from the Federal Competition
Commission (CFC) reverses a February
ruling by the agency blocking the alliance
of retailers Soriana, Comerci, and
Gigante, Bloomberg News reported. The
CEC's ruling, however, prohibits the retail
alliance from engaging in price-fixing or
other anticompetitive practices. By joining
forces, the three companies aim to com-
pete more effectively with Wal-Mart de
Mexico (Walmex) and negotiate with
their providers. Since 2002, Walmex's sales
have surpassed those of Comerci, Soriana,
and Gigante combined. Walmex has been
able to expand rapidly through its every-
day low-price strategy, improved logisti-
cal systems, and by negotiating better
terms with suppliers.

Chilean Antitrust Official Suggests
Conditions for Mobile Merger

The antitrust office of Chile's economy
ministry recommended Thursday that the
merger of the mobile units of Telefonica
CTC Chile and BellSouth Corp. be sub-
ject to some restrictions to prevent unfair
competition, Reuters reported. In a
report, Pedro Mattar, an attorney in the
antitrust office, recommended that the
combined company be forced to sell some
of its mobile spectrum and that it not be
allowed to acquire additional mobile
licenses without a review by antitrust
authorities. Mattar also recommended
that the merged company's accounts be
subject to scrutiny by the country's stock
market regulator. His recommendations
will now go to a "free competition court"
for final consideration. Telefonica
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The Dialogue Continues

A continuation of the July 7, 2004 Q&A

The US government last
week warned Brazil that it
would suspend trade bene-
fits on some $2.5 bhillion
worth of Brazilian imports in 90 days
if the South American country does
not do more to fight piracy of US
movies, music, and software. What
prompted the US to take this action?
How will it affect larger trade rela-
tions between the two countries?

Board  Comment:  Jon

Huenemann: "Brazil has tra-

ditionally been a focus of

varying degrees of significant
concern for the respective US copy-
right industries. Starting as far back as
the early 1980s, when Brazilian policy
included the so-called law of similars
in the software sector and was the par-
tial focus of a much heralded section
301 investigation, to the often serious
problems with piracy in music and
movies, and to the seemingly never-
ending cross-border problems with
Paraguayan contraband, it has always
been a source of concern. Currently,
the dollar value estimates of US copy-
right industry losses due to piracy in
Brazil are very high, and this is clearly a
cause of concern now. Furthermore, in
the face of less than adequate progress
the US always can use its trade prefer-
ence programs to prod more progress,
and the statute argues in that direction

Moviles announced earlier this year that it
was acquiring BellSouth's mobile assets in
Latin America for $5.34 billion. In Chile, it
has offered to buy the mobile unit of CTC
and then merge it with BellSouth's local
mobile operation. However, some CTC
shareholders are seeking to block the sale
of its mobile unit, Telefonica Movil Chile,
saying the price tag of $1.24 billion is too
low for what is CTC's most profitable
asset. Shareholders are set to vote on the

in any case and without any significant
domestic political cost. The copyright
industries and their supporters in
Congress have long made a point about
using US trade preference programs
for this purpose when necessary. At the
same time, the administration is right
now in a position where enforcing US
trade laws is a domestic political win-
ner, not to mention the fact that
Brazil's posture in key trade negotia-
tions remains at odds with the US
stance in key respects. All these factors
—the fact that the piracy problem is
real and serious, that US trade laws
encourage the administration to utilize
trade preference programs as a tool to
prod changes, that taking action under
these trade laws and preference pro-
grams is without serious political cost
and is even a political winner, and
Brazil's different positions in key
aspects of ongoing trade negotia-
tions—contributed to the position
taken by the US right now."

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.

deal at a July 15 meeting. Both CTC and
Telefonica Moviles are controlled by
Spain's Telefonica. CTC will need two-
thirds shareholder approval to okay the
sale. The acquisition of Telefonica Movil
Chile would propel Telefonica Moviles
ahead of Entel to become Chile's largest
mobile operator, with some 3.6 million
customers and a 49 percent market share.
Entel, a unit of Telecom Italia, has about
2.7 million subscribers.

Page 3 of 4



Inter-American Dialogue’s Latin America Advisor

Friday, July 9, 2004

Featured Q&A
Continued from page 1

somewhat this year (largely due to the
political debate over the presidential re-
election bill), getting support for a new
tax hike will still be challenging. The tax
increase, if approved, will only moderate
the deterioration of the central govern-
ment's deficit (without the tax hike, the
deficit is expected to reach 6.6 percent of
GDP in 2005, up from 5.6 percent this
year). We think that a new reform to the
public pension system is crucial to
strengthening medium-term finances
and ensure that the public debt/GDP
ratio (about 68.2 percent of GDP in
gross terms at the end of 2004) continues
declining or at least stabilizes."

Guest Comment: Whitney Kane

Gomez: "While we applaud the

government for trying to stay

the course on the economic
reform front, we do not believe it
appears likely that President Uribe's pro-
posal will be approved in its current
form by congress. First, we expect the
government's top priority to continue to
be the constitutional amendment on re-
election. The bulk of the government's
energy and political capital is likely to be
spent on this legislation. Second, the
opposition maintains a strong stance
against an increase in the VAT and is
already proposing alternative ways to
fund pensions, such as using Central
Bank reserves. We continue to believe the
growth outlook in Colombia is very pos-

itive and see the fiscal accounts for this
year as relatively on track. Next year,
however, we are cautious about the fiscal
outlook, given that for 2004 the govern-
ment seems to be relying on one-time
revenues, rather than permanent rev-
enues. Indeed, the Colombian Fiscal
Policy Council's 2005 financing program
shows the central government deficit
increasing by almost 1 percent of GDP in
2005. Financing sources have not yet
been fully identified, and the current
program for 2005 shows some 3.6 per-
cent of GDP in the 'other' category. This
is a touch worrisome, and we will look
for further clarification on the financing
program later this year."

Rafael de la Fuente is Head Economist
for Latin America at BNP Paribas.

Carola Sandy is Economist for Colombia
in the Latin America Economics Research
Group at Credit Suisse First Boston.

Whitney Kane Gomez is Vice President of
Latin America Research at Morgan
Stanley Dean Witter.
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