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QTaking action on a dispute that
has been brewing for several
years, the Colombian govern-
ment has filed a lawsuit in US

federal court accusing three multina-
tionals of illegally importing spirits in
order to avoid high import duties and
selling the spirits to Colombian compa-
nies that pay with the proceeds of laun-
dered drug money. The suit also alleges
that the actions of the companies are
harming government-owned spirits pro-
duction and distribution businesses.
What are the origins of this lawsuit and
what does it reveal about the state of
competition in Colombia's spirits mar-
ket? Do retailers of spirits in Colombia
stand to gain from a resolution of the dis-
pute? 

AGuest Comment: Fernando
Cepeda: "The topic of production
of alcoholic beverages (spirits) is
highly political in Colombia and

is exhibited by the conflicts among region-
al political forces. Not only is spirits pro-
duction an important source of investment
for the regions, but it is also a favorite insti-
tution for clientelism and, on occasion, a
scene of corruption. Regional spirits pro-
ducers have been looking for something
similar to what was done with cigarette-
exporting factories, which were also used
for money laundering. The most famous
case is that of the so-called 'Marlboro
Man,' who has now been extradited to the
US and is being prosecuted. British

Tobacco and other companies arrived at an
agreement with the government to control
this contraband. It is a very important sub-
ject in the fight against drugs. And more
important than the indemnities that a
judge can ultimately decree, what is urgent
is shutting down this mechanism, which
weakens the fight against illegal drugs."

ABoard Comment: Beatrice Rangel:
"The suit aims at reducing money
laundering and fiscal evasion, an
essential component in the ongo-

ing fight against drugs and terrorism, with
the added virtue that their reduction can
improve fiscal revenues. It is estimated by
well informed sources that only one out of
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Brazil's PMDB party, led by Michel
Temer (above), voted Sunday to leave
the government of President Luiz
Inacio "Lula" da Silva. See related
story on page 2.



Political News

Divided PMDB Withdraws 
from Lula Government

Brazil's largest political party, the Brazilian
Democratic Movement Party (PMDB), on
Sunday decided to leave the government of
President Luiz Inacio "Lula" da Silva, local
news service Agencia Estado reported.
Delegates at a special party convention
voted to instruct PMDB members to leave
Lula's government and to launch their
own candidate in the 2006 presidential
race. The PMDB, however, remains deeply
divided over its relationship with Lula's
center-left government. PMDB Senate
leader Renan Calheiros claimed the con-
vention vote had been blocked by a court

order, while the two government ministers
from the PMDB—Communications
Minister Eunicio Oliveira and Social
Security Minister Amir Lando—have said
they will remain in their posts, according
to Reuters. PMDB President Michel Temer
said any party member who stays in gov-
ernment would not be expelled, but would
be barred from running as a PMDB candi-
date in the country's next elections. Some
analysts have said that to win back the
PMDB's support, Lula could offer the
party more cabinet posts, but one PMDB
lawmaker expressed doubt Lula would
make such a concession. "If they win more
ministries, it would be surprising and
show that President Lula is the worst nego-
tiator," Deputy Geddel Vieira Lima, was
quoted as saying by Agencia Estado. Lula
needs the PMDB's support to enact his
legislative agenda, which includes tax,
investment, and legal reforms [Editor's
note: look for a related Q&A in tomor-
row's issue of the Latin America Advisor].
The PMDB is the largest party in Brazil's
Senate and the second-largest in the lower
house. The party's exit from the Lula gov-
ernment follows the decision by the small-

er Popular Socialist Party on Saturday to
withdraw from the government.
Integration Minister Ciro Gomes of the
PPS offered Lula his resignation.

Colombian Paramilitary Bloc 
Surrenders Weapons to Government

In the largest demobilization of an illegal
armed group in Colombia's history, 1,400
paramilitary fighters belonging to the
United Self-Defense Forces of Colombia
(AUC) turned in their weapons on Friday,
the Associated Press reported. One by one,
the members of the AUC's Catatumbo
bloc in northeastern Colombia handed in
machine guns, rifles, and grenades to the
government's high commissioner for
peace, Luis Carlos Restrepo. "This ... is now
recorded in the memory of Colombians as

the largest collective demobilization that
has been seen to date in our country,"
Restrepo was quoted as saying. Before
handing his pistol over to Restrepo, AUC
leader Salvatore Mancuso wept and asked
for forgiveness. "With my soul flooded
with humility, I ask forgiveness from the
people of Colombia," Mancuso said. "I ask
forgiveness from the nations of the world,
including the United States of America, if
by action or omission I offended." The
AUC is accused of murdering civilians
during its long-time war with leftist rebels
and of engaging in drug trafficking. The
US government is seeking to extradite
Mancuso for cocaine trafficking. The
Colombian government is leaving 700 sol-
diers and police in Catatumbo to maintain
order following the paramilitary fighters'
demobilization.

Economic News

Argentine Discussing Plan to 
Pay Off IMF Debt with Spain

Argentine Cabinet Chief Alberto
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Lula to Decide Minimum 
Wage Increase Today

Brazilian President Luiz Inacio
"Lula" da Silva is expected today to
finalize a proposal for an increase in
the minimum wage. Lula's chief of
staff, Jose Dirceu, said the president
was considering proposing an
increase of 12-15 percent to 290 reais
per month starting in January or 300
reais per month starting in May, up
from the current 260 reais per
month. Lula, who promised to dou-
ble the minimum wage during his
four-year term, raised it by just 20-
reais per month last May.

Source: Agencia Brasil.

Mexican Auto Exports Down 
7.2 Percent in November

Mexican automobile exports fell 7.2
percent in November from the same
month of 2003. Exports totaled
80,999 vehicles in November, down
from 87,287 a year ago. For the first
11 months of the year, exports fell
6.7 percent year-on-year to
1,021,335 units. Ninety percent of
Mexico's vehicle exports go to the
US and Canada.

Source: Reuters.

Peru Invites Mining Firms to
Register for Copper Project

The Peruvian government on Friday
invited mining companies to register
for the auction of its La Granja cop-
per project. The government hopes
companies will be eager to partici-
pate in the auction due to current
high world prices for copper.
Previous attempts to auction the
project during periods of low world
copper prices have failed because of
high development cost estimates and
poor ore grades. La Granja has an
estimated 1.2 billion tons of mine-
able reserves.

Source: Reuters.

“ If [the PMDB wins] more ministries, it would be surprising 

and show that President Lula is the worst negotiator.”
- Brazilian PMDB Deputy Geddel Vieira Lima



Fernandez, and First Lady and Senator
Christina Kirchner were expected to dis-
cuss a proposal to pay off the govern-
ment's entire $15 billion International
Monetary Fund (IMF) debt with Spanish
officials upon arriving in Madrid on
Sunday for a five-day visit, Argentine daily
Clarin reported. Fernandez said he and
Kirchner wanted to keep the government
of Spanish Prime Minister Jose Luis
Rodriguez Zapatero informed of
Argentina's plans, and that Argentina was
not asking for Spain's support for the IMF
debt payment proposal. Fernandez and
Kirchner were scheduled to meet with
Rodriguez Zapatero, and with bankers and
businesses with economic interests in
Argentina. They also planned to meet with
King Juan Carlos in the hope that the king
might be able to exercise some influence
over IMF Managing Director Rodrigo de
Rato, the finance minister in Spain's previ-
ous conservative government. The gov-
ernment of Argentine President Nestor
Kirchner suspended its $13 billion loan
program with the IMF in August to focus
on the restructuring of some $100 million
in defaulted debt. The IMF has made
progress in restructuring its debt, as well
as fiscal and economic reforms, conditions
for continued support for Argentina.
Paying off its IMF debt would free
Argentina of IMF pressure. "We have two
possibilities—to continue meeting the
commitments as we have done up to now
and in three years pay off the debt, or
move forward with a plan of early debt
payment," Fernandez was quoted as say-
ing. "Just as we at one time overcame the
intoxication of inflation, now it is time to
overcome the intoxication of indebted-
ness." However, some analysts are skepti-
cal that Argentina can afford to pay off all
of its IMF debt. It has close to $20 billion
in foreign reserves and another $1.5 bil-
lion from a fiscal surplus recorded this
year, according to Reuters.

Company News

Colombia's Avianca 
Emerges from Bankruptcy

Colombian airline Avianca on Friday
emerged from 20 months of bankruptcy

protection in the United States, the com-
pany said in a statement. The 85 year-old
airline said it had met all the requirements
stipulated by a US federal court and by an
agreement with Brazil's Synergy, which
will assume 75 percent control of Avianca.
Synergy, which operates Brazilian airline
OceanAir, had agreed to inject $63 mil-
lion in cash into Avianca and assume $220
million of the Colombian airline's debt,

according to Reuters. The National
Federation of Colombian Coffee Growers
will own the remaining 25 percent stake in
Avianca. The airline declared bankruptcy
in March 2003 after accumulating net
losses of $600 million over the previous
five years, Reuters reported. Between
March 2003 and November 2003, Avianca
said it posted an operating profit of $94
million.
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QThe United Nations'
Economic Commission for
Latin America and the
Caribbean (ECLAC) projects

that poverty in the region will fall by
just 1 percent this year, despite the
best economic growth rate since
1997. Why is poverty in Latin
America and the Caribbean not
falling faster? Is it falling fast
enough to keep a lid on social
demands? What's the solution to
Latin America's inequality, which is
the worst in the world?

AGuest Comment: Jose Luis
Machinea: "It is estimated
that the 5.5 percent increase
in GDP in 2004 will reduce

the number of Latin American poor by
four million, thus interrupting the
trend of the past five years. If the
region could maintain this rate of
growth in the next ten years, it could
achieve the reduction in extreme
poverty targeted in the Millennium
Development Goals (MDGs). Growth
is still too slow, however, in the coun-
tries with high levels of extreme pover-
ty. These countries would need to
expand their economies at an annual
rate of close to 7 percent over the next
decade in order to achieve the MDGs.
There are various problems associated
with reducing poverty in Latin
America. The two major ones are the
region's low growth rates and its poor

income distribution. The region grew
by only 2.8 percent between 1990 and
2004 (1.3 percent on a per capita
basis). The poor distribution of
income and wealth not only slows eco-
nomic growth but also reduces the
trickle-down effect of growth and
hence its impact on poverty. The chal-
lenge is therefore how to achieve faster
growth and improve income distribu-
tion. An improvement in income dis-
tribution entails the existence of equal
opportunities for gaining access to
assets, in particular land, capital,
knowledge, and technology. This is the
main challenge for the economies in
the region and is one that requires
intervention by the public sector. If no
specific policies are applied in this area,
the region will probably continue to
witness a deterioration in income dis-
tribution, as in the past decade, and
will thus leave the problem of poverty
unsolved. The tax burden in a number
of countries in the region is insufficient
to finance a level of public spending
compatible with an improvement in
equity. A fiscal pact that can help to
finance such a level of spending is thus
essential." 

Jose Luis Machinea is Executive
Secretary of ECLAC.

The Dialogue Continues
A continuation of the December 8, 2004 Q&A 
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ten bottles of imported scotch pays the
relevant duties. I do not think the suit
will impact competition, but it will bring
transparency into an economic activity
that has so far been very useful as a haven
for smuggling and drugs."

Fernando Cepeda is  is a Professor of
Political Science at Universidad de los
Andes and a former Interior Minister of
Colombia.

Beatrice Rangel is a member of the
Advisor board and President of AMLA
Consulting.

Featured Q&A
Continued from page 1

Editor's note: the Colombian government was unable to immediately respond to today's
question. However, in response to an Advisor query, an executive at Diageo, one of the
companies named in the Colombian government's lawsuit, sent the Advisor the fol-
lowing statement:

"Diageo is very proud to responsibly market and sell its brands in Colombia—and
in more than 180 other countries around the world—and Diageo has the highest
respect for the laws and regulations of each of these nations.

"Diageo strongly refutes the allegations in the Colombian suit, and will defend itself,
and its reputation, vigorously. Diageo imports its brands lawfully into Colombia;
however, if the Colombian government or entities feel aggrieved, the first question
the Dialogue might ask is 'why would Colombia not choose to use its own law courts
to air its grievances?' 

"Colombia is, unfortunately, widely recognized as having a major problem with an
'informal' market for consumer goods retail of all types—from electronics to wines,
spirits, clothing, sporting goods and more—which are sold through the ubiquitous
'san andresitos,' which are untaxed retail outlets in informal shopping malls
throughout the country.

"Some four years ago, Diageo entered into a comprehensive Voluntary Undertaking
with the Colombian government to help them address the problem of contraband,
providing extensive training of officials and cooperation on issues such as pricing
and packaging. Additionally, after much dialogue, a somewhat more transparent
and reduced taxation on spirits in 2002 resulted in reduced retail prices. This trig-
gered a significant increase in imports, a notable upturn in lawful retail channels,
and a corresponding 112 percent growth in tax revenues (2003) for the government
from imported products.

"This greater consumer choice, coupled with improved law enforcement and an
Andean Free Trade Agreement tribunal ruling that the Colombian state liquor
monopolies must accept competing products from member countries at very com-
petitive prices, may possibly have had some impact on the state-run liquor monop-
oly enterprises.

"Lawful retailers, lawful importers, lawful wholesalers, lawful producers, the gov-
ernment itself—and finally consumers—in Colombia all stand to gain from contin-
uing a trend of free trade and well-priced access to all lawfully imported or locally
produced offerings."


