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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Argentine officials, including

President Kirchner, reportedly

complained last week that

Brazil's ambitious foreign policy
agenda is coming at the expense of
Argentina and other partners in the
Mercosur trade bloc. What's behind the
Argentine complaints? Are Brazil's
Mercosur partners right to resent Brazil's
foreign policy ambitions, or is Argentina,
as one Brazilian newspaper put it, simply
"whining"? Are Brazil and its Mercosur
partners better off going their separate
ways?

Guest Comment: Mario

Marconini: "The comment by

President Kirchner, albeit more

explicit than usual, reveals the
traditional underlying rivalry that has
existed for a long time, even if attenuated
during the past twenty years, between
Brazil and Argentina. Historically, whenev-
er one of the two had the upper hand, the
other complained, or 'whined." What has
varied has been the form and not necessar-
ily the content. What surprises is how two
presidents that had very similar outlooks
on politics and the world in principle can
be so distant in practice on matters as rele-
vant as foreign policy, the IMF, and trade.
The fact is, however, that problems do exist
and have not been resolved. Kirchner is
right when he feels that Brazil may be
focusing more on the world than on
Mercosul. He is also right when he com-
plains that some sectors may be suffering

Inside This Issue

too much with the current differentials in
competitiveness  between the two
economies. Kirchner is wrong, however,
when he amplifies those things into cata-
clysmic proportions, making it sound as if
Brazil is the problem and not the solution
for Argentina. After all, what are the
exports markets for Argentina in the
absence of the huge preference it has in
Brazil by virtue of Mercosul, particularly in
industrial products? The bickering has,
however, to be replaced by medium- to
long-term solutions, lest parting separate
ways will be no longer an option but a nat-
ural consequence of Mercosul's self-inflict-
ed incompetence.”

Continued on page 4

PHOTO OF THE DAY

Brazilian President Luiz Inacio “Lula" da

Silva (right) yesterday welcomed
Mahmoud Abbas, president of the
Palestinian National Authority, to the
South American-Arab Summit in
Brasilia. See story, page 2.

Photo: Agencia Brasil.
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Ex-President Noboa Put Under
House Arrest in Ecuador

Former Ecuadorean President
Gustavo Noboa has been placed
under house arrest on charges he
mishandled Ecuador's foreign debt
negotiations during his presidency,
Interior Minister Mauricio Gandara
said Monday. Noboa returned to
Ecuador in March from almost two
years in exile after then-Supreme
Court President Guillermo Castro
cleared Noboa, former President
Abdala Bucaram, and former Vice
President Alberto Dahik of various
criminal charges. However, the
charges were reinstated last month
after ex-President Lucio Gutierrez's
ouster and Castro's dismissal from
the Court.

Source: Associated Press.

Mexican Inflation Slows in April

Inflation in Mexico slowed to 0.36
percent in April, down from 0.45
percent in March, as prices for goods
such as electricity, eggs, and tourist
packages declined. Increases in the
price of agricultural goods such as
tomatoes, onions, and avocados,
drove inflation in April. Annual
inflation stood at 4.60 percent at the
end of April, up from 4.39 percent at
the end of March.

Source: Banco de Mexico.

Chile's Trade Surplus up in April

Chile's trade surplus rose 5 percent
in April from the same month of
2004 to $1.066 billion, amid strong
growth in both exports and imports.
Exports rose 24.7 percent to $3.440
billion in April, while imports grew
35.8 percent to $2.373 billion.
Chile's exports, which include cop-
per, wood pulp, and salmon, account
for 60 percent of the country's gross
domestic product.

Source: Central Bank, Reuters.

Copyright © 2005, Inter-American Dialogue

Political News

South American-Arab Summit to
Condemn Israeli Occupation

Leaders from 11 South American and 22
Arab nations meeting at a summit in
Brazil this week plan to condemn Israel's
occupation of Palestinian territory,
according to a draft of a final declaration
circulated before the opening today of the
two-day summit. Brazilian Foreign
Minister Celso Amorim said that while the
draft document will make "a clear con-
demnation of terrorism," it will also
include a paragraph about the "right to
resist foreign occupation, in accord with
international humanitarian rights," offi-
cial news service Agencia Brasil yesterday.
The declaration, which Israeli and US offi-
cials worry could undermine the Middle
East peace process, is expected to be over-
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AMLO to Resign as Mexico City
Mayor to Run for President

Andres Manuel Lopez Obrador, the fron-
trunner in the run-up to Mexico's 2006
presidential nomination, announced
Monday that he would resign as mayor of
Mexico City on July 31 in order to seek his
party's nomination to run for president
next year. "Starting in August we will begin
a new stage," Lopez Obrador, a member of
the leftist Democratic Revolutionary
Party, told reporters during a press confer-
ence yesterday. "We are going to look for ...
the transformation that the country needs.
We are going to fight for a new legal sys-
tem, for a new economy, for new politics,
and for a new social arrangement with less
inequality and more justice and dignity."
The candidacy of Lopez Obrador, whose
defeat of a drive by political opponents
and the government of President Vicente
Fox to keep him out of next year's race has

Brazilian Foreign Minister Celso Amorim said that while the draft

document will make "a clear condemnation of terrorism," it will also

include a paragraph about the "right to resist foreign occupation, in

accord with international humanitarian rights."

whelmingly adopted, according to the
Associated Press. Brazilian President Luiz
Inacio "Lula" da Silva, however urged
Mahmoud Abbas, the president of the
Palestinian Authority, to be patient with
Israel in the peace process, following
Israeli delays in handing over control of
the Gaza Strip and three West Bank cities
to the Palestinians, Reuters reported. This
week's summit is the first-ever gathering
of leaders from South America and the
Arab world. Officials said yesterday that
the summit would lead to free trade nego-
tiations between the two regions, accord-
ing to the AP. Brazil's trade minister, Luiz
Fernando Furlan, told business leaders
yesterday that Brazil hopes to nearly dou-
ble trade with Arab countries to $15 bil-
lion within three years, Agencia Brasil
reported. [Editor's note: look for a Q&A
on South American-Arab relations in this
Friday's issue of the Latin America
Adbvisor.]

driven his popularity to new highs, has
some investors worried that if elected he
will implement populist economic poli-
cies. Lopez Obrador said Friday that while
he proposes economic policy changes, that
does not imply "radicalisms." According to
surveys of Mexicans' presidential prefer-
ences, he is about 10 percentage points
ahead of his nearest rival, Roberto
Madrazo of the Institutional
Revolutionary Party, who defeated Lopez
Obrador in the 1994 Tabasco state gover-
nor's race.

Argentina to Allow US Inspections
of Maritime Shipping Containers

Argentina on Monday signed an agree-
ment allowing US customs officials to
inspect US-bound maritime containers
being shipped out of Buenos Aires, Reuters
reported. Alberto Abad, the head of
Argentina's tax collection agency, told
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reporters that US customs agents would
begin the inspections by the end of this
year, while Argentine officials will do the
same at US terminals. US Ambassador to
Argentina Lino Gutierrez said the South
American nation is the first country in
Latin America to participate in the US'
Container Security Initiative (CSI), a pro-
gram launched in the wake of the
September 11, 2001 terrorist attacks and
aimed at screening maritime containers
that pose a risk for terrorism. The agree-
ment follows a string of recent drug-traf-
ficking scandals in Argentina that have
exposed security holes in the country's
customs system, according to Reuters.
Including Argentina, some 37 nations par-
ticipate in the Container Security
Initiative. Some 90 percent of the world's
trade is transported in cargo containers,
according to the US Department of
Homeland Security.

Company News

Bradesco's First-Quarter Net
Income Almost Double a Year Ago

Brazilian bank Bradesco on Monday
reported first-quarter net income of 1.205
billion reais ($US 489 million), nearly
double that for the first three months of
2004, amid growth of its loan portfolio
and sales of its insurance and pension
products, Reuters reported. Revenue from
lending rose 20 percent to 8.1 billion reais,
as the bank's loan portfolio grew 22.3 per-
cent year-on-year to 75 billion reais,
despite a string of interest rate hikes by the
Central Bank. The Bank has raised its
benchmark Selic, which stands at 19.5
percent, eight straight months. "The port-
folio growth comes on the back of higher
demand from individuals as the economy
grew, wages improved, and unemploy-
ment decreased,” Bradesco said in a state-
ment, according to Reuters. Bradesco
President Marcio Cypriano said he
expected credit to continue growing. "The
country had a very big repressed demand
for credit, so we believe people will sup-
port lending," Cypriano was quoted as
telling reporters. Revenue from insurance,
pension, and special savings products
more than doubled.
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Hutchison Sells Paraguay Mobile
Business to America Movil

The telecommunications unit of Hong
Kong-based  Hutchison =~ Whampoa
Group, announced Monday that it had
agreed to sell its mobile operations in
Paraguay to Mexico-based regional giant
America Movil. "One of our strategies is
to exit markets where we do not have
ambitions for growth. The sale of the
Paraguay operations is part of that
growth," the chief executive of Hutchison
Telecommunications, Dennis Lui, said in

a statement. Hutchison Telecom did not
disclose the sale price. The company,
which launched service in Paraguay in
2000, ended 2004 with 244,000 sub-
scribers, up 75 percent from 2003, while
revenues grew 68 percent to about $30
million. America Movil is Latin America's
largest mobile operator with some 68 mil-
lion subscribers. Last week, the company
said it planned to invest $6.5 billion over
the next three years to finance rapid sub-
scriber growth in Latin America, with
expectations of adding between 17 million
and 17.5 million new subscribers this year.
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Featured Q&A
Continued from page 1

Guest Comment: Gustavo

Casir: "Brazil's ambitions in

foreign policy are indeed

ambitious, but justified. They
are the result of the country's geograph-
ic and economic size and, more impor-
tant, consistent long-term foreign policy
maintained by governments of different
extractions in good and bad times. But
this has nothing to do with Argentina's
right to complain about Brazil's domi-
nant role in the region. That is not
'whining," as some not-very-politically-
correct Brazilians may say; it is just (I
hope) the creation of a negotiating envi-
ronment where Argentina may improve
its bilateral trade agreements with its
biggest partner. In other words,
Argentina is not in a position to stop
Brazil from achieving its ambitions in
foreign policy, so the best thing it can do
is to set aside the Argentineans versus
Brazilians folklore and take advantage of
Brazil's role in the region. Now is not the
time for Argentina to go separately from
Brazil. Argentina has a number of com-
plicated international fronts opened, and
another one, especially with Brazil,
would hardly result in any benefit.
Argentina should silently learn some les-
sons from Brazil, and also from Chile,
and then (Argentina is what it is after all)
share with them a leading role in the
region."

Guest Comment: Thomas

O'Keefe:  "The  Kirchner

administration appears to be

engaged in its typical tactic of
playing up to domestic audiences as the
tough nationalists who take orders from
no one. This turn of events is very iron-
ic, given that the Brazilian private sector
has been whining for months that
Mercosur only benefits Argentina and
that Brazil should therefore adopt a uni-
lateral trade policy. This, of course,
ignores the fact that for the first time in
over a decade Brazil actually enjoys a
trade surplus with Argentina and bilater-
al trade has made a dramatic recovery
from its nadir in 2002. In any event, the
Kirchner administration has benefited
from Brazil taking the lead on con-
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fronting the developed countries over
their hypocritical agricultural subsidy
and anti-dumping policies in the WTO
and the FTAA. It has allowed Argentina
(as well as the two smaller states) to
avoid taking the heat from this tough
negotiating stance as well as avoid
spending precious resources on a cadre

¢ This turn of events is very
ironic, given that the Brazilian
private sector has been whining

for months that Mercosur only

benefits Argentina ...»”
— Thomas O'Keefe
of well-trained trade negotiators.

Overall, for Brazil and particularly its
smaller Mercosur partners, to dump
their regional integration project would
sharply diminish their negotiating power
in the international arena. What is need-
ed in the Southern Cone right now is
enlightened leadership with a long-term
vision to create a seamless Southern
Cone market that produces highly com-
petitive goods and services for the
world."

Mario Marconini is a Senior Partner at
MM Associados and former Foreign
Trade Secretary of Brazil.

Gustavo Casir is a Partner at Quattrini,
Laprida, & Asociados - Abogados in
Argentina.

Thomas 0'Keefe is President of the
Mercosur Consulting Group, Ltd.
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