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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Tax collection in Venezuela near-
ly doubled last year in part due to
the government's campaign
against tax evasion under its
"Zero Evasion" program, through which
dozens of businesses have been forced to
temporarily close due to alleged failure to
fully pay taxes. Is Venezuela's "Zero
Evasion" program a model for other coun-
tries in the region where tax collection is
poor? Or is it a heavy-handed crackdown
that threatens to hurt private investment?

Guest Comment: Javier Corrales:

"The Chavez administration has

not done a bad job collecting

taxes. Between 2001 and 2004,
non-oil tax revenues increased from 54
percent to 59 percent of total government
revenues. Although more could be done,
the announced campaign raises two con-
cerns. First, it reflects the government’s
persistent deficit (projected to reach 4.7 of
GDP this year), despite an enviable oil
windfall since late 2003. This deficit is the
result of the government's spectacular fis-
cal spending, which has exploded from
18.8 percent of GDP prior to Chavez to
30.8 percent in 2004. The government
should devote equal attention to cutting
spending and making it more transparent,
but it won’t do that because it is using
spending to consolidate political support.
The second problem has to do with the
possible political uses of tax evasion cam-
paigns. Any tax evasion campaign can easi-
ly turn into a political vendetta, especially if

Inside This Issue

mechanisms of state control are weak.
Since November, the administration has
further eroded mechanisms of state control
(by packing the highest court with loyal-
ists) and has been cracking down on polit-
ical dissidents. A tax evasion campaign
could easily increase the number of legal
justifications for extending this crack-
down."

Board Comment: Beatrice
Rangel: "While I must admit that
in this particular area the govern-
ment of Venezuela seems to be
effective, I doubt that such performance

Continued on page 4

PHOTO OF THE DAY

FBI Director Robert Mueller told
Congress Tuesday that people from
countries with ties to al-Qaeda have
entered the United States from Mexico.
See related story, page 2.

Photo: State Department.
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CAF Okays $715 Million in
Loans to Three Andean Countries

The Andean Development
Corporation (CAF) on Tuesday
approved a total of $715 million in
loans to Colombia, Ecuador, and
Venezuela. In Colombia, CAF said it
would lend $250 million for a pro-
gram to improve the country's trade
infrastructure ahead of an expected
free trade agreement with the United
States, and $150 million to electricity
generator ISA for the construction
of two new transmission lines. CAF
will also lend Venezuelan telecom-
munications firm CANTV $275 mil-
lion and $40 million for a basic edu-
cation program in Ecuador.

Source: CAF statement.

Cencosud Posts $34.8 Million
Fourth-Quarter Net Profit

Cencosud, Chile's second-largest
retailer, on Tuesday reported a 20.42
billion-peso ($US 34.8 million)
fourth-quarter net profit, double
that of a year ago. Last month,
Cencosud launched an offer to
acquire local department store chain
Almacenes Paris in a bid to create the
largest retailer in Chile and one of the
biggest in South America. However,
Cencosud faces a competing bid,
launched yesterday, from a consortium
that includes two minority stakehold-
ers in Paris.

Source: Reuters.

Mexico Completes Sale of Asur

The Mexican government on
Tuesday completed the six-year pri-
vatization of airport operator Asur
with the sale of its remaining 11.09
percent stake in the company for
about $100 million. Asur operates
nine airports in southern Mexico,
including one that serves the key
tourist destination of Cancun.

Source: Reuters.
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Political News

Mesa Withdraws Resignation;
MAS Refuses to Call Off Protests

Bolivian President Carlos Mesa withdrew
his resignation on Tuesday despite the
refusal by the main opposition party to
end paralyzing road blockades and
protests that were the main factor behind
his threat to quit, Reuters reported. Mesa
withdrew his offer to resign, which he sub-
mitted to Congress on Monday, after law-
makers yesterday nearly unanimously
rejected the offer amid fears his departure
could plunge the South American nation
into greater chaos. However, the
Movement Toward Socialism (MAS)—
Bolivia's main opposition party—refused
to sign an agreement containing a list of
four conditions for Mesa to stay in power,
including an end to road blockades. "We
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tured Q&A on Bolivia's political situation
in tomorrow's issue of the Latin America
Advisor.]

FBI Chief: People from Al-Qaeda
Countries Entering US from Mexico

People from countries with ties to al-
Qaeda have entered the United States from
Mexico, FBI Director Robert Mueller told
US lawmakers on Tuesday, according to
the Associated Press. Although Mueller did
not say in testimony before the House
Appropriations Committee that actual ter-
rorists had entered the US from Mexico, he
said the FBI and Department of
Homeland Security are worried about the
entry of so-called "special interest
aliens"—individuals from countries where
al-Qaeda is known to be active. In some
instances, individuals with Middle Eastern
names have adopted Hispanic last names
before attempting to enter the US, Mueller

It was unclear whether continued protests would enjoy popular

support, and some analysts say opposition leader Evo Morales' strategy

may have backfired, as an increasing number of Bolivians see him as

the cause of the country's political crisis.

are not going to sign any social pact," MAS
congressman Santos Ramirez was quoted
as saying. "We're condemned to remain a
poor country if we sign this." The agree-
ment also calls for the passage of a new
hydrocarbons law and a referendum on
allowing greater autonomy for the coun-
try's provinces, Bolivian daily La Razon
reported. Indigenous leader and MAS
party leader Evo Morales organized
nationwide road blockades as well as the
occupation of oil fields, demanding
Congress pass a law raising taxes on for-
eign oil companies from 18 to 50 percent.
Last week, lawmakers rejected that pro-
posal, and Morales said the blockades will
not be lifted until Congress reconsiders the
law. However, it was unclear whether con-
tinued protests would enjoy popular sup-
port, and some analysts say Morales' strat-
egy may have backfired, as an increasing
number of Bolivians see him as the cause
of the country's political crisis, according
to La Razon. [Editor's note: look for a fea-

said, although he gave no estimate of such
attempts. Mueller also said he was aware of
one migration route that takes people to
Brazil, where they assume false identities,
before going to Mexico and then into the
United States. US authorities are investi-
gating groups that smuggle people from
countries with al-Qaeda ties, Mueller said.

Protesters Block Vote on
CAFTA in Guatemala

Demonstrators in Guatemala's capital pre-
vented the potential signing by lawmakers
of the Central American Free Trade
Agreement (CAFTA) with the US on
Tuesday, the Associated Press reported.
Authorities said they were prepared to
send troops in to restore order, as 1,000
protesters—Iled by representatives of labor,
teacher, farmer, student, and women's
groups—blocked legislators' access to
their offices and delayed a session during
which some members wanted to vote on
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CAFTA. Legislators were forced to remain
in auxiliary buildings during the protests,
and other lawmakers leaving the building
were chased for blocks by protesters.
"There aren't enough lawmakers for quo-
rum and when some who want to enter
the building get close, they aren't allowed
to," said Congressman Mariano Rayo,
who arrived early but was prevented from
leaving the legislature. No one was hurt or
arrested during Tuesday's protests.
Guatemalan army spokesman Col.
Wilfred Estrada said he received an order
from the security detail in charge of pro-
tecting the President Oscar Berger to
ready 500 soldiers and military police for
deployment if a new round of protests
erupts today or tomorrow. After protesters
eventually dispersed, legislators passed a
resolution to compensate those who
might be negatively impacted by the free
trade agreement.

Economic News

Chavez: PDVSA in Talks to Sell Part
of its Citgo Refining Operations

Venezuelan state-owned oil company
PDVSA has entered into talks to sell part
of its Citgo refining operations in the
United States, President Hugo Chavez said
Tuesday, according to Reuters. "We are
evaluating the situation and we are in talks
with global companies over selling parts
of Citgo," Chavez was quoted as saying
during a visit to Qatar. However, Citgo
President Felix Rodriguez, who was
appointed last month, said he was
unaware of negotiations by PDVSA to sell
some of its refineries. Earlier this year,
PDVSA launched a study of its refining
assets abroad as part of an ongoing com-
pany restructuring. PDVSA President
Rafael Ramirez, who is also Venezuela's oil
minister, has said the company was con-
centrating its review of Citgo on sales con-
tracts in which PDVSA sells crude oil to
Citgo at below-market prices. According
to The New York Times, Ramirez has also
said that PDVSA is looking at selling Citgo
refineries that do not process Venezuelan
crude, as about 50 percent of the oil
processed by Citgo refineries comes from
other countries, mainly Canada and

Copyright © 2005, Inter-American Dialogue

By the Numbers

The Inter-American Dialogue's Claudio Loser
comments on the latest data from Latin America
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Lula's Popularity and Brazil's GDP Growth WASHINGTON—Brazilian
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President Luiz Inacio "Lula"
da Silva assumed office in

6.0 o January 2003 amid mixed
4.0 E’ expectations  of  social
20 S  improvement by some and of
0.0 °\° economic chaos by others. He
20 2  has proven to be a firm and
40 :-’. pragmatic leader, who decid-

= ed to continue the policies of
80 3 cconomic reform and fiscal
-8.0

prudence of his predecessor,
Fernando Henrique Cardoso.

His tenure was not easy ini-
tially, as domestic and inter-
national confidence remained
low. As the government con-
tinued to pursue orthodox

policies and economic performance weakened, so went the popularity of President
Lula, as disappointment set in. Alas, perseverance paid off, and as the effects of poli-
cies and a strongly improved external environment helped, so did President Lula's
fortunes. The future may be difficult but it looks promising. The above chart reminds

us all that "it's the economy, stupid."

Claudio Loser is a Senior Fellow at the Inter-American Dialogue and former Head of the
Western Hemisphere Department at the International Monetary Fund.

Mexico. Analysts note PDVSA is depend-
ent on Citgo's refineries to process its
mostly heavy and sour crudes, and that
selling Citgo altogether would be costly
for Venezuela [Editor's note: see related
Q&A in the February 7, 2005 issue of the
Latin America Advisor]. News of a possible
sale of part of Citgo's operations comes
amid increasing tension in US-Venezuela
relations, with Chavez accusing the US of
plotting to assassinate him, while US
Secretary of State Condoleezza Rice has
called the Venezuelan government a
"destabilizing force" in Latin America.
Ramirez and Venezuelan Foreign Minister
Ali Rodriguez have said, however, that
Venezuela, the third-largest supplier of oil
to the United States, will continue to be a
steady source of oil to the US.

Company News

Telecom Argentina Posts $227
Million Net Loss for Full-Year 2004

Telecom Argentina on Tuesday reported a
net loss of 666 million pesos ($US 227
million) for 2004, mainly due to the
impact of foreign currency fluctuations
on the company's net debt load, according
to Reuters. Telecom Argentina said fluctu-
ations in the peso's value against the dol-
lar and the euro kept is net debt load at a
high level—7.03 billion pesos at the end of
2004—although it was down from 7.58
billion pesos at the end of 2003. The com-
pany said it expected to conclude a
restructuring of its debt this year. "That
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Featured Q&A
Continued from page 1

will endure the passage of time. Indeed,
the driving factor seems to be fear, not
commitment to democracy or good gov-
ernment. I do think that elsewhere in the

... The driving factor seems to

be fear, not commitment to

democracy or good

government. »

- Beatrice Rangel

region there are governments that can
flaunt equally good results through self-
compliance by citizens who understand
that taxes are a price worth paying to
achieve economic stability and social
progress. Chile, for example, has clearly
met that target. Strong monitoring of tax

revenues and ancillary compliance meas-
ures are necessary throughout the
region. But perhaps the greatest want in
this area is simplicity and transparency
in the taxation rules, honesty in the use
of proceeds, and return on tax invest-
ments through well run government and
social programs that aim at opening
opportunities for progress to all. I do not
see these elements in Venezuela, thus the
system and its results will certainly be
short lived, like many other administra-
tive operations sponsored by govern-
ments that would rather control than
build democratic consensus."

Javier Corrales is an Associate Professor
of Political Science at Amherst College.

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

restructuring will generate a significant
gain and should absorb a substantial
part of the accumulated losses," Telecom
Argentina was quoted as saying in a
statement to the Buenos Aires Stock
Exchange. The company's annual oper-
ating profit in 2004 was 400 million
pesos, up from 107 million pesos in
2003, as net sales rose 20 percent to 4.5
billion pesos. Revenue from its mobile
phone business in Argentina and
Paraguay grew 49 percent, while revenue
from fixed-line telephony increased 6
percent. Telecom Argentina said, howev-
er, that its operations are still hurt by a
tariff freeze in place since early 2002,
which the government imposed to pro-
tect consumers from inflation following
the devaluation of the peso. The govern-
ment is negotiating tariff hikes with
Argentina's foreign-owned utilities, but
is not expected to act on the politically
sensitive issue until after legislative elec-
tions in October. The International
Monetary Fund is pressing Argentina to
allow utility tariff hikes as a condition
for continued financial support. Telecom
Argentina, part-owned by Telecom
Italia, and its main rival, Spanish-owned

Copyright © 2005, Inter-American Dialogue

Telefonica de Argentina, are the coun-
try's two largest phone companies.

Heineken in Talks to Acquire
Colombian Brewer Bavaria

Dutch brewer Heineken is in talks to
acquire Colombia's Bavaria, South
America's second-largest brewer, Reuters
reported Tuesday, citing two unnamed
sources. One of the sources said a group
of Heineken executives visited Bavaria's
offices in Bogota on Tuesday. The other
source said Heineken offered around $9
billion for Bavaria, which analysts value
at $6-7 billion. On Sunday, it was report-
ed that the UK's SABMiller was prepar-
ing a $6 billion bid for Bavaria, which
has a virtual monopoly in Colombia,
Peru, and Ecuador, and controls 80 per-
cent of the market in Panama. Last week,
it was reported that Scottish &
Newcastle had also entered the bidding.
Belgian brewer InBev is also considered
a leading candidate to acquire Bavaria.
Last month, Bavaria President Ricardo
Obregon said the company was consid-
ering a merger or strategic partnership
with a major international brewer.
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