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QMexican supermarket chain
Chedraui in March bought the 29
local stores of France's Carrefour,
positioning itself as a competitive

threat in the key Mexico City market. What
is the outlook for Chedraui in the wake of
this acquisition? Is there enough room in
Mexico for five big retailers (Walmex,
Soriana, Comerci, Gigante, and Chedraui)? 

AGuest Comment: Joaquin Lopez-
Doriga: "We believe that not all of
the Carrefour locations fit into
Chedraui's target C and D mar-

ket and therefore wouldn't be surprised to
see Chedraui flip these locations to real
estate developers or even other retailers. We
believe a smooth incorporation of the
Carrefour assets could prove to be chal-
lenging. Assuming Chedraui keeps all of
the Carrefour locations, this is equivalent
to nearly doubling its selling space and
increasing its revenues by nearly 65 per-
cent, according to our estimates. Chedraui
has long been regarded by its peers as a very
good operator and tough competitor.
Chedraui has been successfully catering to
the C and D socioeconomic segments of
the population in its core region with very
aggressive pricing; this target market is fair-
ly different from Carrefour's. While there is
the risk of more aggressive competition as
Chedraui takes over the Carrefour assets, it
will be interesting to see how Chedraui
copes with the integration. M&A activity in
the Mexican food retail sector has been rel-
atively dormant over the last five years,

especially compared to other countries in
Latin America like Chile and Brazil. We
believe Carrefour's exit might be the begin-
ning of a more active M&A phase. There
are still a few attractive medium-sized
regional operators like Casa Ley, Calimax,
San Francisco, or Libertad that could be
interested in joining forces with stronger
players like Comerci, Soriana and Gigante."

AGuest Comment: Joaquin Ley: "At
year-end 2003, Chedraui had 54
stores in the mega, hyper, and
supermarket formats, for a total

installed capacity of 370,000 square meters.
We believe that annual sales for Chedraui
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Political News

Ecuadorean Military Rejects 
Call to Oppose Gutierrez

Amid escalating political tensions in
Ecuador, the defense minister and leaders
of the country's armed forces on
Wednesday rejected a call to oppose
President Lucio Gutierrez, the Associated
Press reported. "We will not permit anar-
chy to overtake the nation," Defense
Minister Nelson Herrera was quoted as
saying in a press conference, where he was
joined by the commanders of the army,
navy, and air force, as well as by the head of
the country's joint chiefs of staff, none of
whom spoke during the press conference.
"The armed forces back the rule of law
because that is what the Constitution
demands." Herrera was responding to
remarks made Tuesday by Quito Mayor
Paco Moncayo, a former head of the army,

who called on the military not to recognize
the government of Gutierrez, himself a
former army colonel who helped lead a
coup in January 2000 against the govern-
ment of then-President Jamil Mahuad.
Moncayo called Gutierrez's government
"corrupt and unconstitutional." Yesterday,
Moncayo denied that he supported a mili-
tary coup against the president, according
to local daily El Comercio. Political ten-
sions have been growing in Ecuador since
a congressional majority allied with
Gutierrez voted in December to dismiss 27
out of 31 judges on the Supreme Court.
Gutierrez said the move, which many crit-
ics say was unconstitutional, was justified
because the Court was controlled by the
opposition Social Christian Party, which
led a failed attempt to impeach Gutierrez
in November. Tensions have risen further
in the past few days, following the return
to Ecuador on Saturday of former
President Abdala Bucaram from exile in
Panama. Bucaram came back to the coun-

try after the new president of the Supreme
Court annulled corruption charges against
him. Bucaram was removed by Congress
in 1997 for "mental incapacity" after just
six months in office.

Economic News

Report: Latin America and Caribbean
Growth at 24-Year High in 2004

Growth in Latin America and the
Caribbean reached 5.7 percent in 2004, a
24-year high, the World Bank said
Wednesday in an annual report. Economic
recoveries in Venezuela, Uruguay and
Argentina fueled regional growth, as did
low international interest rates and high
commodity prices, the Bank said in the
report, "Global Development Finance
2005." Foreign direct investment rose by
$6 billion dollars over 2003, reaching $42.4
billion dollars, which accounts for 26 per-

cent of the total FDI in the developing
world. The regional current account sur-
plus reached 2 percent of GDP. The report
said remittances, which totaled $125.8 bil-
lion in 2004—more than double their level
of $61.2 billion in 1996—provided a sig-
nificant boost to economies in the region.
The report recommends that governments
adopt reforms to maintain economic
growth under sustainable levels of domes-
tic and external debt. "The country funda-
mentals are solid, but the region has to fol-
low a prudent policy to reduce vulnerabil-
ities to higher interest rates and a global
growth slowdown," Guillermo Perry,
World Bank's Chief Economist for Latin
America and the Caribbean, said in a state-
ment. The report noted that official devel-
opment assistance remains the most
important source of external finance for
the poorest countries in the region, since
they lack ready access to market-based
finance. The Bank estimates that regional
growth will slow to 4.3 percent this year,
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“ The armed forces back the rule of law because 

that is what the Constitution demands.”
- Ecuadorean Defense Minister Nelson Herrera

Mexican Stock Index Down 
for Third Straight Day

Mexico's IPC benchmark stock
index fell 1.06 percent on
Wednesday to close at 12,170.87—
the third straight daily drop—amid
heightened political tensions.
Investors are increasingly worried
about a congressional move to
impeach popular Mexico City Mayor
Andres Manuel Lopez Obrador and
possibly prevent him from running
in the 2006 presidential election.
Congress is expected to vote today
on the impeachment of Lopez
Obrador, the clear favorite in next
year's presidential contest. Massive
demonstrations are planned to
protest the vote.

Source: Reuters.

Colombian Rebels Kill 17 
Soldiers in Convoy Ambush 

Seventeen Colombian soldiers were
killed on Wednesday when their
convoy was ambushed by rebels in
northeastern Colombia. The chief of
the army, Gen. Reinaldo Castellanos,
blamed the attack on the
Revolutionary Armed Forces of
Colombia (FARC), the country's
largest rebel group. The FARC, has
stepped up its attacks recently,
killing some 70 soldiers in the past
three months.

Source: Associated Press.

Brazil's Industrial Output Rose 
4.4 Percent YoY in February

Industrial production in Brazil grew
4.4 percent in February compared to
the same month of 2004, but fell 1.2
percent from January, the govern-
ment's statistics institute said
Wednesday. Year-on-year growth was
led by the  electronics and commu-
nications (20.4 percent), automotive
(15.4 percent), and machinery and
equipment (7.9 percent) sectors.

Source: IBGE.



and to 3.7 percent in 2006, owing in large
part to the stabilization of prices for raw
materials.

Brazilian Prosecutor Seeking Central
Bank President's Tax Records

Brazil's public prosecutor confirmed
Wednesday that he had asked for the per-
sonal and business tax records of Central
Bank President Henrique Meirelles as part
of an investigation into allegations that
Meirelles failed to pay taxes and engaged
in illegal international money transfers.
Claudio Fonteles, who on Tuesday filed a
request with the Supreme Court to inves-
tigate the charges against the Central Bank
president, said that he asked for copies of
all of Meirelles' personal and business tax
returns, and related documents, dating
back to 1996, local news service Agencia
Estado reported. The allegations first sur-
faced in July 2004 in a weekly news maga-
zine which said Meirelles did not file a tax
return in Brazil in 2001 because he was
living in the United States, while at the
same time telling electoral authorities that
he was living in Brazil during that year. In
August, Brazilian President Luiz "Inacio"
Lula da Silva issued a decree granting
Meirelles the status of cabinet minister,
which means he can only be tried by the
Supreme Court. Meirelles has denied any
wrongdoing.

Company News

Harken Energy to Sign Oil and Gas
Exploration Contract with Peru

The US' Harken Energy Corp. will today
sign a $27 million contract with the
Peruvian government to explore for oil
and gas in the Andean nation, the govern-
ment said Wednesday, according to
Reuters. The energy and mines ministry
said the contract would run for 30 years
for oil and 40 years for gas, and requires a
minimum investment of $27.3 million.
Under the contract, Harken is required to
explore a 1.3 million acre site in Peru's
northern jungle region. US-based
Occidental Petroleum and Spain's
Repsol-YPF are already exploring for
hydrocarbons in Peru.
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Capitol Hill Watch
A weekly look at US congressional activity on Latin America

Senate, House Committees Set to Hold Hearings on CAFTA-DR

Two key congressional committees are set to hold hearings on the proposed
US free trade agreement with five Central American countries and the
Dominican Republic (CAFTA-DR) within the next two weeks. The Senate
Finance Committee has scheduled a hearing on the trade deal with Costa
Rica, El Salvador, Guatemala, Honduras, Nicaragua, and the Dominican
Republic next Wednesday, April 13, while the House Ways and Means
Committee will hold a hearing on April 21. The Senate Finance Committee
hearing had originally been scheduled for April 6, but was postponed amid
speculation the Bush administration is trying to buy time to drum up sup-
port for the trade deal in the face of growing opposition. With most
Democrats opposed to CAFTA-DR, the Bush administration is trying to
maintain Republican support. Last week, Republican Reps. Mike Simpson
and C.L. "Butch" Otter, both from the sugar-producing state of Idaho, said
they would not vote in favor of the trade deal, which they said would "signif-
icantly harm" sugar growers in their state. Three other Republicans—Senator
Saxby Chambliss (GA) and Reps. Walter Jones (NC) and Virgil Goode
(VA)—have also said they would oppose CAFTA-DR. On Tuesday, Central
American trade and labor ministers were in Washington to lobby for the
trade agreement's approval, especially Democratic lawmakers who oppose
CAFTA-DR on the grounds that it reinforces unfair labor standards.

Source: US Congress, Bloomberg News.

Senate Committee Postpones Hearings on Border Security, Cuba

The US Senate Committee on Foreign Relations has postponed separate
hearings on border security and agricultural sales to Cuba that were sched-
uled for this week and next. According to the Committee's Web site
(http://www.foreign.senate.gov), a hearing on North American border secu-
rity, originally scheduled for April 6, and a hearing on US agricultural sales
to Cuba, scheduled for April 12, have both been postponed. No new dates for
the hearings were given. The Committee also postponed a hearing that was
scheduled for today on President George W. Bush's controversial nomination
of John Bolton to become US ambassador to the United Nations because
because several panel members are attending Pope John Paul II's funeral.

Source: Senate Foreign Relations Committee, Associated Press.

Senate Votes Down Amendment to Strip Funding for TV Marti

The Senate on Wednesday rejected by a vote of 65-35 an amendment that
would have eliminated funding for a US government television station that
broadcasts to Cuba. The amendment would have cut $21 million for the
transmission of TV Marti programming and for the purchase of an airborne
broadcasting system that could break through Cuba's jamming. The amend-
ment's sponsor, Byron Dorgan (D-ND) said TV Marti is a "plain old-fash-
ioned waste of the taxpayers' money" because of the Cuban government's
jamming of the broadcasts.

Source: The Miami Herald.



are above $1.0 billion. Some 75 percent
of Chedraui's selling space is in southern
Mexico, while the remaining 25 percent
is mostly in the central region and in the
northeast. Despite the high selling price
Chedraui likely paid for Carrefour’s
Mexican operations, we believe the
acquisition greatly reinforces Chedraui's
presence in central Mexico. Although
there is no guarantee that Chedraui will
keep all of the Carrefour stores, at the
moment the sale has created a company
with 600,000 square meters of selling
space and close to $2.0 billion in sales
(Walmex's sales in 2004 were $12.6 bil-
lion, Soriana's were $3.8 billion,
Comerci's were $3.4 billion, and
Gigantes' were $2.8 billion). We believe
this news is neutral for Walmex but neg-
ative for Soriana, Gigante, and Comerci
... [which] will now face a much stronger
competitor (50-75 percent of their
respective sizes) with a greater presence
in central Mexico, which we believe will
strengthen the competitive environ-
ment."

AGuest Comment: Jose Alberto
Galvan: "We believe there are
two scenarios to consider fol-
lowing Chedraui's purchase.

Under the first scenario, Chedraui oper-
ates all the stores. Aggressive competi-
tion, particularly in Mexico City, leads us
to believe that Chedraui would have a
hard time, particularly as it would have
to invest in some remodeling and down-
sizing. We calculate that remodeling
would require additional outlays of $15
million and layoffs of another $5 mil-
lion. We believe it would be easier for
Chedraui to 'absorb' the southeastern
stores, since it already operates in this
region, than the Mexico City stores
because of the competition and low mar-
gins of Carrefour (we estimate the oper-
ating margin at close to 1 percent).
However, we also believe that it could do
better than Carrefour in some of the
lower-income zones, which would obvi-
ously be a headache for the closest com-
petitors, particularly Comerci and
Gigante. Under the second scenario,
Chedraui transforms or sells some of the

stores. In our opinion, one explanation
for the high purchase multiple would be
that, besides Chedraui, some real estate
developer or group of investors interest-
ed in developing new commercial con-
cepts has its eye on some of the stores for
their locations. Under this scenario, we
believe Chedraui would keep the stores
in the southeast, which generate syner-
gies with its current operations and with
some of the Mexican City stores, prima-
rily those located in lower-income
neighborhoods. We believe Carrefour's
Mexico City stores with the best loca-
tions, such as Polanco, Interlomas,
Mundo E, and others, may be trans-
formed into other types of retail loca-
tions (press reports suggest concepts like
Best Buy). We think that, under this sce-
nario Walmex and Comerci would be in
the best position to take up this market.
However, considering Walmex’s aggres-
siveness in its Every Day Low Prices pro-
gram, along with its price rollbacks, we
believe it could capture a larger propor-
tion of the additional sales. Another
strategy that Chedraui may follow would
be to sell off the stores it does not con-
sider strategic one by one to the best bid-
der, which should undoubtedly bring a
higher price per store. In our opinion,
Comerci, Soriana, Gigante, and Walmex
are all potential buyers in this scenario."

Joaquin Lopez-Doriga is an Analyst for
Consumer Goods Research at Deutsche
IXE.

Joaquin Ley is a Retail Analyst at
Santander Investment.

Jose Alberto Galvan is a Senior Equity
Analysts for Consumption at BBVA
Bancomer.
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