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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

The Brazilian Democratic
Movement Party (PMDB),
Brazil's largest party, and the
smaller Popular Socialist Party
(PPS) voted over the weekend to leave
the government of President Luiz Inacio
“Lula" da Silva. How will the two par-
ties' exit from government impact Lula's
legislative agenda, particularly his pro-
posed tax and investment reforms?

Guest Comment: Alexandre
Marinis: "The PMDB breakaway
will not affect voting in Congress
until the start of 2005. A break-
away by the PMDB would not alter our
expectations of conclusive approval of the
Bankruptcy Law by the end of this year and
of conclusive approval of the
Public/Private Partnership bill, the 2005
federal budget bill, and the bill on regulato-
ry agencies by the start of 2005. Nineteen of
the PMDB's 22 senators and 58 of the
party's 76 deputies would likely continue
voting in favor of government legislation.
President Lula has already suggested that
his capacity to govern would not be affect-
ed by the departure of the PMDB from the
government, and that the important thing
is for the government to continue to have
the support of the PMDB in Congress.
However, in the medium and long term, we
believe the departure of the PMDB may
increase President Lula's difficulties in: 1)
coordinating his support base in Congress;
2) approving new bills in 2005; and 3)
building alliances for the 2006 elections."

Inside This Issue

Guest Comment: Walder de Goes:

"In spite of all the legal confusion,

the PMDB's national convention

decided that the party would
abandon the Lula government, a choice
also made by the Popular Socialist Party
(PPS) party convention on Saturday. These
are developments with negative implica-
tions for the government, but they should
be analyzed from a concrete political per-
spective. In the case of the PMDB, it will
lose its ministers, but they will continue in
their posts. The party should remain divid-
ed, but it will maintain its current strength
in both houses of Congress, with the

Continued on page 4
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Industrial output in Mexico expanded
a lower-than-expected 1.8 percent in
October. See related news brief on
page 2.

Source: INEGIL.
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France Proposes Lamy for WTO

France has formally nominated for-
mer European Union Trade
Commissioner and Frenchman
Pascal Lamy to lead the World Trade
Organization (WTO). Lamy will
compete to replace outgoing WTO
Director-General Supachai
Panitchpaki, whose four-year term
expires in August 2005, with Brazil's
ambassador to the WTO, Luis Felipe
Seixas Correa, and at least two oth-
ers.

Source: Reuters.

Mexico's Industrial Production
Growth in October Disappoints

Industrial production in Mexico rose
a lower-than-expected 1.8 percent in
October compared to the same
month of 2003, as manufacturing
output slowed to 0.9 percent, down
from 5.3 percent year-on-year
growth in September. Analysts had
predicted overall industrial output
growth of over 4 percent year-on-
year in October. For the first ten
months of the year, industrial pro-
duction rose 3.8 percent year-on-
year.

Source: finance ministry.

China Adds Peru to List of
Official Tourist Destinations

China has approved Peru as an offi-
cial tourist destination, Peruvian
President Alejandro Toledo
announced Monday. With Peru's
inclusion on China's list of officials
tourist destinations, the number of
Chinese tourists who travel to the
Andean nation should grow from
4,800 annually to 25,000 next year,
according to Peru's National
Tourism Chamber. In Latin America,
Argentina, Brazil, and Chile are also
designated as official tourist destina-
tions by the Chinese government.

Source: Reuters.
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Political News

Chilean Judge Charges Pinochet
with Murder and Kidnapping

A Chilean judge on Monday formally
charged former dictator Augusto Pinochet
with the kidnapping and murder of dissi-
dents during his 1973-1990 regime. The
homicide and kidnapping charges filed
involve nine disappearances and one death
that occurred in the 1970s as part of
Operation Condor, an intelligence-sharing
network of South American dictators
cooperating to suppress dissidents.
Pinochet's defense lawyers had tried to
argue he was not mentally competent to
stand trial, a claim that the Chilean
Supreme Court has so far accepted.

former presidents in Chile. In October
1998, Pinochet was put under house arrest
in London for crimes against humanity on
a Spanish extradition warrant, but his
defense lawyers successfully kept him from
being tried on the grounds of his being
mentally unfit to stand trial. Pinochet is
also being investigated by the Chilean
courts for possible tax evasion or corrup-
tion after it was revealed earlier this year
that he had deposited millions in secret
offshore bank accounts.

OAS Official Chastises US, EU for not
Backing Peace with Paramilitaries

The Organization of American States offi-
cial responsible for overseeing peace talks
between the Colombian government and
the country's right-wing paramilitary

The homicide and kidnapping charges filed against Pinochet involve nine

disappearances and one death that occurred in the 1970s as part of

Operation Condor, an intelligence-sharing network of South American

dictators cooperating to suppress dissidents.

"General Pinochet was declared mentally
fit to stand trial in Chile," said Special
Judge Juan Guzman, who three months
ago questioned Pinochet and had him
examined by doctors to determine
whether he could face the charges in court,
according to Reuters. "I find that he is very
physically deteriorated, but he has coher-
ence in his psychological capacity and he
understands questions, gives appropriate
answers." Guzman said. Specialists were
appointed to interpret the results of neu-
rological tests performed in September on
Pinochet, who is 89 and has been diag-
nosed with mild dementia. Pinochet's
attorneys plan to appeal Guzman's deci-
sion before the Santiago Court of Appeals
and, if necessary, the Supreme Court.
"This is no more than a new episode of the
most relentless persecution this country
has ever seen against one person,” said
Pablo Rodriguez, one of Pinochet's attor-
neys, according to The New York Times. In
August, the Supreme Court upheld a lower
court decision to strip Pinochet of immu-
nity from prosecution, which is granted to

groups criticized the United States and
European Union for failing to support the
talks, the Associated Press reported. "These
are indispensable steps toward peace in
Colombia. The international community
should support it," the OAS' Sergio
Caramagna was quoted as saying. "To this
day the world has opposed this process,
but it's worth embracing.” The US and EU
have refused to put their stamp of
approval on the peace process with
Colombia's paramilitary fighters out of
concerns the government of President
Alvaro Uribe will offer paramilitary lead-
ers, many of whom are accused of murder-
ing civilians and drug trafficking, immuni-
ty from prosecution in exchange for laying
down their arms. Uribe has proposed lim-
iting prison sentences for paramilitary
chieftains to no more than 10 years. But
Caramagna said the US and EU should
look at the bigger picture. "A peace process
is not only about putting a chieftain in jail,
but is a process of reconciliation between
Colombians," he stated. Last Friday, some
1,400 members of the United Self-Defense
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Forces of Colombia, the country's largest
paramilitary organization, surrendered
their weapons in what was called the
largest demobilization of an illegal armed
group in Colombia's history. The United
States sent an official to observe the
demobilization, while the European
Union did not.

Opposition Lawmakers in Venezuela
Decry Supreme Court Expansion

Opposition lawmakers in Venezuela
walked out of the National Assembly in
protest on Monday after the pro-govern-
ment majority approved the appointment
of 17 new justices to the Supreme Court,
the Associated Press reported. Opposition
deputies said the appointments were
unconstitutional, as they required a two-
thirds vote in Congress, rather than the
simple majority approval they received
from lawmakers loyal to President Hugo
Chavez, who control more than half of the
Assembly's 165 seats. The appointments
were part of an expansion of the Court
from 20 to 32 justices, approved by
Congress in April. Five justices had been
removed from their posts or retired since
April. The opposition claims the Court's
expansion is an effort to stack the judici-
ary with pro-Chavez justices. "We reject
the fact that today, the independence of
the judicial branch has come to an end,"
opposition leader Rafael Jimenez was
quoted as saying.

Company News

Telmex Buys Back $270 Million
Worth of Embratel Shares

Telefonos de Mexico (Telmex) has repur-
chased 745.8 million reais ($US 269.5 mil-
lion) worth of ordinary shares in Brazilian
long-distance operator Embratel, Reuters
reported. Some 80 percent of outstanding
ordinary shares were tendered by share-
holders in a transaction required by
Brazil's securities regulator following
Telmex's acquisition of Embratel in July
for $400 million. Embratel's ordinary
shares are expected to be delisted follow-
ing the tender. Last week, Embratel—
Brazil's largest long-distance company—
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The Dialogue Continues

A continuation of the December 6, 2004 Q&A

The Colombian government

is reportedly seeking a new

deal with the International

Monetary Fund to replace
its current $2.35 hillion standby loan,
which expires next month. What do
you see as the major components of
a new agreement with the IMF? How
much progress has Colombia made
fiscally and how much more does it
need to make before it can continue
without the IMF's support?

Guest Comment: Cristina

Fernandez: "The Colombian

government will be looking

for a Stand-By facility that
will be for half of the financing it
needs. The most recent growth results
were not very good. It will be very hard
for the government to achieve the 4
percent growth target this year; it will
be about 3.5 or 3.6 percent. That will
have an impact on the government's
task of lowering both the fiscal and
current account deficits. The govern-
ment has a very ambitious plan of
improving its efficiency by reducing

announced it would issue $704 million in
new shares, sending the company's local
shares and ADRs plummeting amid con-
cerns the announcement included few
details about how minority shareholders
would be affected. Embratel said it needed
to raise additional capital to strengthen its
financial position, pay down debt, and
finance other acquisitions by Telmex.

Investor Group to Offer to
Buy Debt-Laden Satmex

A group of investors plans to offer to buy
financially troubled Mexican satellite
operator Satelites Mexicanos (Satmex),
promising to turn the company's finances
around, Reuters reported Monday. The
Constellation Group, a Mexico City-

the scope of institutions, which should
save the government about one percent
of GDP. But it will be hard for the gov-
ernment to establish many initiatives
in President Uribe's last year as presi-
dent because it will be difficult to gain
congressional approval for his reforms.
The tax reform will likely be passed
next year. If the tax and pension
reforms are passed this year, they will
be very light reforms, though we would
like to see the government achieve
deeper reforms. On the other hand, the
government is very confident in the
amount of capital that is coming into
Colombia, and therefore, despite the
fact that the Central Bank has bor-
rowed a lot of reserves, there is reason
to believe that it may ask for less cred-
it."

Cristina Fernandez is Colombia Country
Economist at the Andean Development
Corporation.

based investment vehicle created specifi-
cally for the purpose of buying Satmex,
has promised to infuse $120 million in the
satellite operator and assume more than
$700 million of the company's debt.
Constellation, which represents at least
four other satellite operators, including
Spain's Hispasat, said that after a takeover
it would be able to launch the Satmex 6
satellite. Satmex desperately needs to
launch Satmex 6 to generate revenues, but
can't until it restructures its debt. Satmex
this year defaulted on some $525 million
in debt, and has $188 million in debt with
the government coming due on December
29. The company has said it is still in talks
with its creditors and has declined to com-
ment on Constellation's proposal. Satmex
showed no interest in a similar proposal
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Featured Q&A
Continued from page 1

majority supporting the government. In
the case of the PPS, it is likely that its
minister, Ciro Gomes, will leave govern-
ment, as will a considerable amount of
its lawmakers. Both parties are united on
ministerial reform, when a new balance
among allies will be created. The big
political consequence of the parties'

€€ The important effect probably
will be on the next election cycle,

which is really the reason this is
happening right now. »

- David Samuels

breaks with government, therefore, does
not affect the government, but the par-
ties themselves. The national leadership
of the PMDB and PPS are now free to
dispute the government."

Guest  Comment: David

Samuels: "It is unclear at this

time what these actions may

mean. It is not clear from these
results whether the parties will actually
give up their positions in the govern-
ment. So one can imagine that there is
going to be a continuing debate in these
parties about what paths they are going
to take, especially the PMDB because it is
really split down the middle. The impor-
tant effect probably will be on the next
election cycle, which is really the reason
this is happening right now. You have the
results of the 2004 municipal elections,
and the parties are taking stock of their
positions in the next presidential elec-
tion. It is a bad bet for the PMDB to side
with the PSDB, which is what the PMDB

faction that left the government is really
doing. In fact, I would imagine that the
PSDB is trying to push the PMDB away
from Lula and weaken him, the object
being to make the second half of his term
miserable for him and make him look
bad before the 2006 election. I very
much doubt the PMDB would run its
own presidential candidate, but it might
run a vice presidential candidate with a
PSDB candidate, whoever that would be,
and the PSDB has several options. Lula is
probably going to win, but the PMDB
and PPS are betting that they have a bet-
ter chance in two years than they have
right now of actually holding more
power. The problem you'll see is that the
PSDB will be extremely hypocritical.
Lula is trying to implement more of or
the same policies that former President
Fernando Henrique Cardoso and the
PSDB implemented in the previous
administration, but if Lula tries to pro-
pose doing some of the same things, they
are probably going to try to block it. It's
going to be interesting to see who comes
out least covered in mud. If the economy
continues to grow for another year as it
has been, it is pretty hard to kick out a
president who has not screwed up."

Alexandre Marinis is a Political Analyst
at Credit Suisse First Boston.

Walder de Goes is Director of the
Brazilian Institute of Political Studies.

David Samuels is an Associate Professor
of Political Science at the University of
Minnesota.

made by Constellation earlier this year,
according to Constellation Chairman
Mark James. The satellite operator,
which is 49 percent-owned by New York-
based Loral Space & Communications
Ltd, has been struggling to recover from
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the loss of a third of its capacity in 2000
when its Solidaridad I satellite died.
Satmex 6 is expected to boost revenues
by attracting valuable clients such as
broadcasters, Internet companies, and
telephone operators.
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