BOARD OF ADVISORS

Bernard Aronson
Managing Partner,
ACON Investments
LLC

Diego Arria
Director,
Columbus Group

Genaro Arriagada
Board Member, Banco
del Estado de Chile

Joyce Chang

Global Head of
Emerging Markets
Research, J.P. Morgan
Chase & Co.

Adrian Cruz

Senior Partner,

ACPZ Venture Capital,
LLC

W. Bowman Cutter
Partner,

E.M. Warburg

Pincus

Dirk Donath
Managing Director &
Founding Partner,
Pegasus Capital

Myles Frechette
Former US
Ambassador to
Colombia

Wallace Gardner
Vice President,
Worldwide Sales,
Chubb & Son

Michael Gavin
Head of Latin
America Econ.
Research, UBS

George W. Grayson
Professor of Govt.,
The College of
William & Mary

Peter Hakim
President,
Inter-American
Dialogue

¢ www.thedialogue.org

Monday, January 10, 2005

o
o)
s
= |
=
o
v
&>

kS

Donna Hrinak
Senior Counselor for
International Trade &
Government Affairs,
Steel Hector & Davis

Jon Huenemann
Senior Vice

President,
Fleishman-Hillard
Government Relations

James R. Jones
Co-chair,

Manatt Jones

Global Strategies LLC

Paul Laudicina
Vice President,
A.T. Kearney

Thomas F.
MclLarty Il
President, Kissinger
MclLarty Assoc.

Diana Mondino
Latin America Region
Head, Credit Market
Services,

Standard & Poor's

Beatrice Rangel
President,
AMLA Consulting

José Antonio Rios

International President,

Global Crossing

Everett Santos
CEO, Emerging
Markets
Partnership

Roger Scher
Head of Latin
American
Sovereign Ratings,
Fitch Ratings

Tony Smith
Partner,

Schmeltzer, Aptaker
& Shepard

Subscribers may pose questions to the Board of

Advisors for the Featured Q&A by contacting the

Editor at rsimpson@thedialogue.org

Copyright © 2005, Inter-American Dialogue

LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

The government of Honduras

sent thousands of troops into

the Central American nation's

largest cities late last month
after suspected gang members killed 28
passengers on a public bus in apparent
retaliation for the government's cam-
paign against gangs and organized
crime. Will the presence of soldiers in
the streets make Hondurans safer from
gang violence? To what extent do public
security problems associated with gang
activity affect Honduras' business cli-
mate?

Guest Comment: Carlos Imendia:

"Definitely, sending troops to the

streets is pointless in terms of mak-

ing Honduran streets safer.
Furthermore, it can invoke memories of mil-
itary rule in the past, thus affecting business
climate as much as gang activity. Security
problems associated with maras, or gangs, in
Honduras are deeply rooted in broken fami-
lies and communities, lack of economic
opportunities, extreme poverty, low rates of
social investment, and the negative impact of
illegal migration on families. In fact, maras
won't ever attack a group of armed military
soldiers. An act of cowardice such as the bus
massacre is deplorable and unjustifiable, but
in the end a symptom. A reflection of how
ineffective violence reduction efforts have
been is seen in the set of laws known as mano
dura, anti-maras, or zero tolerance. Many
poor Hondurans who encounter the mara
environment are reacting with resentment to

Inside This Issue

laws that don't discriminate or look for evi-
dence for crimes on a individual basis but
instead exercise a strategy that defines poten-
tial suspects on the basis of social status.
Soldiers on the streets won't ever substitute a
loving father or a trained teacher to produce
stable children and hence safer streets and a
good climate for business in the future."

Guest Comment: Juan Mendez: "It
is understandable that the gov-
ernment of Honduras has decid-
ed to take some extreme meas-
ures in order to quell the gang violence. But
I'm afraid that a quick resort to military

Continued on page 4
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Vehicle production in Brazil grew more
than 20 percent in 2004. See related
news brief on page 2.

Source: Anfavea
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Honduran Police Capture Man
Accused of Plot to Murder Maduro

Honduran police said Saturday they
captured a Nicaraguan man hired by
criminals to assassinate President
Ricardo Maduro. Senior police offi-
cial Leonel Sauceda said authorities
arrested Jose Leonidad late on Friday
near the Nicaraguan border after he
crossed into Honduras illegally.
Leonidad was found with a grenade
launcher and 20 grenades that
Sauceda said were to be used to kill
Maduro. Leonidad "was hired by
organized crime linked to drug traf-
fickers," Sauceda said.

Source: Reuters.

Mexico Misses 2004 Inflation Goal

Annualized inflation in Mexico
slowed 0.24 percentage points in
December to 5.19 percent, but above
the central bank's target of 2-4 per-
cent for 2004. The bank said high
food and energy prices were to
blame for missing the inflation tar-
get. Analysts, however, expect the
bank's aggressive monetary tighten-
ing to bring down inflation in 2005.

Source: central bank statement, Reuters.

Brazil Posts Strong Vehicle Sales,
Production Growth in 2004

New vehicle sales in Brazil grew 10.5
percent in 2004, and production
increased 20.7 percent as exports
soared, the National Association of
Vehicle Manufacturers (Anfavea)
said Friday. Domestic sales of cars,
trucks, and buses totaled 1.58 mil-
lion last year, while manufacturers
produced a total of 2.21 million
vehicles, Anfavea said. Revenue from
vehicle exports increased 51.8 per-
cent to $83. billion. For this year,
Anfavea forecasts vehicle sales of
1.64 million and production of 2.3
million vehicles.

Source: Anfavea.
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Economic News

Political News

Argentina Launches Debt Swap
Ad Campaign in Newspapers

The Argentine government on Sunday
launched a newspaper ad campaign in sev-
eral countries in a bid to lure creditors to
participate in its upcoming debt restruc-
turing offer, Reuters reported. The govern-
ment, which said yesterday it had also
moved up the launch date from January 17
to January 14, said in Argentine newspaper
ads that the offer would be creditors' "only
opportunity" to exchange some $100 bil-
lion in defaulted bonds for new debt. It
also placed newspaper ads in the United
States, Italy, and other European countries
urging creditors to accept the offer, which
amounts to a 65 percent "haircut" on the
principal loaned—the biggest in modern

Chavez Accused Colombian Police of
Lying About FARC Leader's Capture

Venezuelan President Hugo Chavez on
Sunday said Colombian police were lying
about where the capture last month of a
top Colombian rebel took place, Reuters
reported. Chavez said Colombian police
claims that Rodrigo Granda of the FARC
rebel group was captured in the
Colombian border city of Cucuta, and not
in Venezuela as Venezuelan authorities
allege, were false. "There is no doubt the
Colombian police are lying," Chavez said.
"When they say Granda was captured in
Cucuta, the Colombian police are lying.
They are lying to [Colombian] President
[Alvaro] Uribe." Chavez repeated accusa-
tions made by his government and by the

The government said in Argentine newspaper ads that the

offer would be creditors' "only opportunity” to exchange some
$100 billion in defaulted bonds for new debt.

history. The debt swap proposal faces
strong resistance from some creditor
groups, including the Global Committee
of Argentina Bondholders (GCAB), which
says it represents holders of $37 billion in
defaulted debt. "To allow this offer
through would set a dangerous precedent
as it would compromise financing to
emerging market countries," GCAB co-
Chairman Nicola Stock was quoted as
telling Ttaly's La Repubblica newspaper.
However, Argentine Economy Minister
Roberto Lavagna yesterday repeated asser-
tions that the offer was final. "We have
made a proposal which is the maximum
proposal that Argentina can make without
compromising its growth and social
improvements," Lavagna was quoted as
saying. Analysts and investors say the gov-
ernment needs a minimum acceptance
rate of 65-70 percent to regain credibility
in international credit markets. Creditors
will have until February 25 to accept the
proposal, but the government has hinted
that it could extend the deadline.

FARC that Granda was illegally abducted
in Caracas by Colombian security agents
with the help of rogue Venezuelan police.
"] have no doubt he was kidnapped ... we
have the proof," the Venezuelan leader
stated, warning that "the next time the
Colombian police violate Venezuelan sov-
ereignty, it will impact our bilateral rela-
tions." Last week, Uribe dismissed
Venezuelan complaints, saying Granda's
capture was a problem for the FARC, not
for Venezuela. Venezuelan lawmakers,
however, have created a special commis-
sion to investigate the case. Colombia and
the United States have in the past accused
Chavez of granting safe haven to the FARC
in Venezuela. Chavez has denied having
any ties to the FARC. In other Venezuela
news, soldiers and police on Saturday pro-
vided security for government inspectors
launching enforcement of a controversial
rural land reform law, Reuters reported.
Officials ordered inspections of the
32,000-acre El Charcote cattle ranch,
owned by Britain's Vestey Group, to deter-
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mine if any of the land should be redis-
tributed. Under the four year-old law, land
that is deemed idle by the government can
be seized for redistribution. Landowners
fear the law will be used to seize private
property as part of what critics say is
Chavez's drive toward Cuban-style com-
munism. Officials say they have identified
at least 24 million acres of idle land in
Venezuela, some of it on private estates.

Official: Colombian Eradication
Pushing Coca Production up in Peru

The Colombian government's successful
coca eradication campaign is pushing
drug traffickers into neighboring Peru,
where production is increasing as a result,
a Peruvian anti-drug official said Friday,
according to Reuters. Fernando Hurtado,
the deputy head of Peruvian anti-drug
agency DEVIDA, said cocaine production
in Peru, the world's second-largest pro-
ducer of cocaine after Colombia, rose 20
percent in 2004 to 160 tons, despite an
aggressive eradication campaign, and is
expected to increase further this year.
"Coca eradication in Colombia has been
successful, but less coca means prices rise
and drug traffickers are coming to Peru to
plant,” Hurtado was quoted as saying.
Whereas a few years ago a kilo of coca sold
for 50 cents in Peru, it now fetches $5. In
addition, US aid for eradication in Peru
fell from $70 million in 2003—when drug
cultivation fell to a 20-year low of about
76,970 acres—to $50 million last year,
Hurtado said. Last year, US counter-drug
officials said there had been no sign of a
"balloon effect" in Peru and Bolivia as a
result of stepped-up eradication in
Colombia.

Company News

Walmex Reports Record Sales in 2004

Mexican retail giant Wal-Mart de Mexico
(Walmex) posted record sales of 139.9
billion pesos ($US 12.4 billion) in 2004,
up 10.5 percent in real terms from the
previous year, the company said Friday. In
a press release, Walmex, which has grown
rapidly in Mexico through a strategy of
aggressive expansion and low prices, said
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The Dialogue Continues

A continuation of the January 7, 2004 Q&A

The November 5 murder in

El Salvador of a US team-

ster sent there to help

organize truckers and criti-
cism of the government's subse-
quent investigation into the murder
has focused attention on respect for
labor rights in the Central American
nation. What fallout in El Salvador
do you expect from the case? Will it
become a serious issue in US-El
Salvador free trade talks as part of
the CAFTA negotiations?

Guest Comment: Oscar
Chacon: "What the assassina-
tion of Gilberto Soto in El
Salvador evidences is the
long way there is to go when it comes
to eradicating violence and truly fixing
the still ineffective judicial system in
that country. Organized crime and
poverty continue to be the chief driv-
ing factors of violence in El Salvador.
In the long haul, the persistence of vio-

same-store sales, or sales at stores open at
least a year, rose 3.8 percent from the pre-
vious year. It opened a total of 58 new
stores in the country last year through its
Sam's Club, Bodega Aurrera, Superama,
supercenter, and restaurant formats, end-
ing the year with a total of 694 stores
nationwide. In the fourth quarter, sales
rose 10.1 percent year-on-year to 42.2 bil-
lion pesos. Walmex said it will release full
fourth-quarter results on February 7. The
company also announced Friday it had
appointed Eduardo Solorzano as its new
CEO, effective February 25. The 47 year-
old Solorzano, currently the company's
director of operations, will replace
Eduardo Castro, who is taking a senior job
at US parent Wal-Mart Stores, Inc.

Telefonica Nearing Completion of
Takeover of BellSouth LatAm Assets

Spain's Telefonica Moviles said Friday it

lence works in detriment to the notion
of El Salvador as a country that is ripe
for foreign investment or tourism. In as
far as potentially negative conse-
quences for the ratification of CAFTA
in the US, I suspect there will be little
to none. CAFTA is already beyond
negotiations. I consider it unlikely for
the US Congress to reject CAFTA
because of what happened to Gilberto
Soto. Without taking away the merit of
this single incident, there are many
other reasons, such as the consequence
on migratory pressures that CAFTA
will have all over Central America, that
should lead the US Congress to want to
scrutinize more carefully the merits of
ratifying CAFTA."

Oscar Chacon is Director of Enlaces
America and President of the Salvadoran
American National Network.

had finalized the purchase of BellSouth's
mobile unit in Chile and expects to com-
plete its acquisition of BellSouth's
Argentine unit later this month, effective-
ly bringing its $5.85 billion takeover of
BellSouth's mobile assets—announced in
March 2004—to a close. In a statement,
Telefonica Moviles said that with the com-
pletion of the deal in Chile, it had now
closed the transaction in nine out of ten
countries "and hopes to close the only
acquisition that remains pending (in
Argentina) during the course of January."
Besides Chile, Telefonica Moviles has
finalized the takeover of BellSouth's assets
in Colombia, Ecuador, Guatemala,
Nicaragua, Panama, Peru, Venezuela, and
Uruguay. BellSouth had 13 million sub-
scribers in Latin America as of the third
quarter of 2004. Telefonica Moviles said
acquisition of BellSouth's assets makes it
the largest mobile operator in Latin
America, with 50.6 million subscribers.
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Continued from page 1

force will not be effective in quelling
gang violence, and at the same time it
runs the risk of creating other types of
security and human rights problems,
especially because military troops are
not trained to do police work. They tend
to be a very blunt instrument, and so a
lot of innocent people can get hurt when
military tactics are used to deal with a
citizen security problem. Using police
forces is a better approach, but I don't
deny that the police in Honduras are not
in a position to deal effectively with this
problem at this moment. The answer
may not be simply in place of the police,
we send in the army, but rather to put the
focus and the effort into building the
capacity that presently does not exist in
the police. And that capacity has to do
not so much with effective armed pres-
ence in the streets—which is what obvi-
ously the military can do relatively easi-
ly—but effective community policing,
that the military is completely ill-
equipped to do and the police are ill-
equipped to do now, but sooner or later
Honduras needs a community policing
kind of police. I'm afraid that sending in
the troops looks good on television but
doesn't really solve the problem."

Guest Comment: Rick

Chidester: "The way to con-

front this kind of threat is

through international coopera-
tion, both at the security force level and
the intelligence level. Those are the only
two ways you are going to be able to
understand where these groups are oper-
ating and who is funding them. If you
confront them and find a shootout, and
somehow it makes a headline, that's
good. But the way you destroy these
groups is by hitting them financially.
Where are they getting their funds?
Obviously through kidnappings, bank
robberies, and trafficking in narcotics—
this is how they support their operations
and get access to the kind of weapons
they have. If you can deprive them of
that, that is how you are going to harm
them. None of that involves military
confrontation. So you need to have a bet-
ter functioning intelligence agency, and a

Copyright © 2005, Inter-American Dialogue

coordinated effort including your public
security forces. It's a distinct discipline
from a military unit. You don't do your
military any good by putting them up
against thugs in the middle of a city.
That's difficult in the best of times. We're
finding that out in other countries."

Guest Comment: Luis Pinto: "In

the short term, the presence of

troops in cities will most likely

alleviate some of the gang vio-
lence as we have seen in Kingston,
Jamaica and Rio de Janeiro, Brazil.
However, it is not the best long-term
solution to a growing regional problem.
As stated in a recent Council report,
there has to be a paradigm shift to a
coordinated police response to internal
problems. For this to be a possibility,
police forces in Latin America need to be
better trained, properly equipped, and
connected to the regional anti-gang net
that has been developed by the region’s
governments. In general, lack of security
in the region has already had an adverse
effect on the level of international invest-
ment. In the case of Honduras and the
other Central American countries, curb-
ing gang activity is imperative, especially
if the full benefits of CAFTA, once
passed, are to be realized. With the low-
ering of trade barriers, Honduras is
poised to see an increase in investment
from the United States. Business, howev-
er, could go to one of the other Central
American nations if gang violence does
not abate in Honduras."

Carlos Imendia is an economic consultant
based in Honduras.

Juan Mendez is President of the
International Center for Transitional
Justice.

Rick Chidester is Director of the Latin
America Environmental Market Sector at
Battelle Memorial Institute and a former
US Foreign Service Officer who served in
Honduras.

Luis Pinto is Director of External Affairs
at the Council of the Americas.
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