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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

The heads of state of the four

Mercosur countries—Argentina,

Brazil, Paraguay, and Uruguay—

met at a summit in Asuncion on
Sunday and Monday. What would you say
were the main achievements of the sum-
mit? Do you foresee an expansion of
Mercosur in the near future? Will
Venezuela become a full member of the
trade bloc? What impact would that have
on trade flows between Venezuela and the
four existing Mercosur countries?

Guest Comment: Fernando Masi:

"The main achievement of the

summit has been the decision on

the structural funds for the
smaller economies and for the poor regions
of Brazil and Argentina. This decision plus
last year's decision to eliminate the pay-
ment of double tariffs within Mercosur for
importing goods from the extra zone signal
the willingness of the four countries to
deepen the integration process toward a
full custom union and the eventual forma-
tion of a common market ... [Creation of a
structural fund] is a victory for the smaller
economies, but particularly for Paraguay,
which has introduced the concept of asym-
metries within Mercosur, for the first time
in 2003, which provoked certain decisions
in favor of smaller economies at the end of
that year. These decisions have to do with
preferential treatment in common external
tariffs and rules of origin for the smaller
economies, but it also included the forma-
tion of structural funds. The possibilities of

Inside This Issue

expanding Mercosur with new members
like Venezuela is very slim. Mercosur coun-
tries led by Brazil are interested in a free
trade zone of South America. At this time
nobody in Mercosur is thinking of expand-
ing the idea of a custom union to the whole
sub continent. The limits are the Mercosur
problems in walking firmly toward a cus-
tom union itself. Besides, Venezuela is not
trusted by all governments in Mercosur as a
reliable 'democratic' partner, despite Hugo
Chavez's effort and enthusiasm in every
Mercosur summit."

Guest Comment: Thomas
0'Keefe: "The main achievement
of the summit in Asuncion was to
approve a fund to assist countries

Continued on page 4

PHOTO OF THE DAY

Bolivia's ambassador to the US,
Jaime Aparicio, said Tuesday his
country needs a ‘new social pact.
See related Special Report on page 3.

Photo: OAS.
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Rio Governor Vetoes
Bill on Slum Walls

The governor of Brazil's Rio de
Janeiro state on Tuesday vetoed a
legislative proposal to construct
walls between Rio's slums and adja-
cent main roads. Gov. Rosinha
Matheus said the walls "would be a
form of discrimination of good citi-
zens who make up the infinite
majority of these communities." On
June 1, the Rio state legislative
assembly approved construction of
the walls along some main roads in
Rio to protect passing motorists
from stray bullets in shootouts
between rival drug gangs.

Source: Reuters.

Argentine Dirty War General
Suarez Mason Dead at 81

One of the most notorious military
officials of the Argentine "Dirty
War," ex-Gen. Guillermo Suarez
Mason, died Tuesday at the age of
81. Suarez Mason, who was accused
of kidnapping babies that were born
into captivity in secret torture cen-
ters that were part of the govern-
ment's crackdown on political dissi-
dents, was the only senior military
officer who was not tried for mur-
der, torture, and kidnapping in the
1980s.

Source: Clarin.

Workers at Peruvian Brewer
Backus Launch Two-Day Strike

Over 300 workers at Peruvian brew-
er Backus & Johnston launched a
two-day strike on Tuesday to
demand an end to job cuts. "They've
fired 16 colleagues and we fear
they'll kick out more of us," Raul
Acerro, secretary of the Backus'
Workers Union, was quoted as say-
ing. Backus is owned by Colombia's
Bavaria, South America's second-
largest brewer.

Source: Reuters.
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Economic News

Brazil's Current Account Surplus
Falls as Firms Repatriate Profits

Brazil in May recorded a current account
surplus of $615 million, down from a
$1.47 billion surplus for the same month
of 2004, as foreign companies opted to
repatriate profits abroad amid a strength-
ening of Brazil's currency, the real, Reuters
reported. The May current account bal-
ance was also down from a surplus of $757
million in April, while for the 12 months
through May the surplus fell to 2.06 per-
cent of gross domestic product from 2.22
percent in the 12 months through April.
The decline in the current account surplus
came as the real rose to three-year highs
against the dollar in May, prompting many
foreign firms to repatriate profits rather
than invest in Brazil. Remittances of prof-
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"Lula" da Silva, including the departure
last week of Lula's top political advisor,
cabinet chief Jose Dirceu. Lula went on the
offensive yesterday, challenging political
opponents to provide proof of the bribes.
"They don't know who they're dealing
with. Corruption is not a game. You can't
stain the name of people; you can't strip
them bare in front of society, and later
prove nothing," Lula was quoted as saying
by Reuters.

Official: Argentine Seeking
Three-Year Loan Deal with IMF

The Argentine government wants a three-
year loan agreement with the International
Monetary Fund that would allow it to roll
over as much of its IMF debt as possible, a
government official said Tuesday, accord-
ing to Reuters. "We'd have to see what the
conditions are to define if we prefer a short
or long-term accord. But the ideal is

The decline in the current account surplus came as the real rose to

three-year highs against the dollar in May, prompting many foreign

firms to repatriate profits rather than invest in Brazil.

its and dividends totaled $1.41 billion in
May, 78 percent higher than the same
month a year ago, while foreign direct
investment fell to $711 million from $1.6
billion in April, investment bank UBS said
in a research note published this morning.
"The remittance of profits and dividends
in May was 84 percent higher than the
average monthly remittance over the past
twelve months," UBS said. However, the
Central Bank's economic chief, Altamir
Lopes, predicted company remittances
would fall. He estimated a June account
surplus of $1 billion and foreign direct
investment of around $1.2 billion, accord-
ing to Reuters. However, some analysts
believe the June current account figures
may be hurt by a congressional bribery
scandal. Earlier this month, Deputy
Roberto Jefferson alleged that the ruling
Workers' Party paid some lawmakers
30,000 reais ($US 12,000) per month in
exchange for political support, causing an
uproar that has forced a cabinet shuffle in
the government of President Luiz Inacio

always a long accord with the biggest
amount of rollover possible," Argentina's
representative on the IMF board, Hector
Torres, was quoted as telling local radio. "A
three-year accord would be much better."
Torres comments came a day after the
IMF's board approved a routine review of
the South American nation's economy.
The board approval was a prerequisite for
talks to start on a new loan accord. The
IMF and Argentina are expected to begin
negotiations next month. Argentina,
which owes the Fund $14 billion, of which
$2.2 billion comes due later this year, sus-
pended a three-year loan program with
the IMF last August to focus on the
restructuring—completed last month—of
some $81 billion in defaulted debt princi-
pal. The IMF is expected to impose strict
conditions as part of any new loan deal,
including an end to a freeze on utility tar-
iffs. Treasury Secretary Carlos Mosse said
last week the government is in no rush to
reach an agreement with the Fund, saying
his government can make its debt pay-
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ments this year without a refinancing
agreement, according to Reuters.

Company News

Mexico's America Movil to Invest
$10 Billion Over Next Five Years

Mexico-based regional mobile telephony
giant America Movil plans to invest $10
billion over the next five years to acceler-
ate its growth in the region, the company's
chief executive said Tuesday, according to
Reuters. America Movil, the largest mobile
operator in Latin America with some 61
million subscribers, should also see an
increase in revenue this year to $15 billion,
from $12 billion in 2004, Chief Executive
Daniel Hajj told reporters. America Movil
said in May it would spend $6.5 billion
over the next three years to finance sub-
scriber growth in the region, including
about $2.4 billion this year. The compa-
ny's profit margins have suffered in recent
quarters as America Movil spends more
on advertising, handset subsidies, and
technology deployment, according to
Reuters.

Colombian Regulator Asks Bavaria
for Information on Takeover Talk

Amid rampant talk of a takeover of
Colombian brewer Bavaria that has sent
the company's shares soaring, the coun-
try's stock market superintendency on
Tuesday sent a letter to the president of
the brewer's board, Colombian magnate
Julio Mario Santo Domingo, asking for
information about any ongoing negotia-
tions, Reuters reported. "This office
requires immediate communication from
you related to this matter," the letter stat-
ed. Since the start of the year, Bavaria's
shares have nearly doubled amid specula-
tion about a takeover of the company,
which is South America's second-largest
brewer. Most recent talk has been about a
reported offer by Britain's SABMiller to
buy Bavaria for $7 billion. Dutch brewer
Heineken has also been mentioned as a
possible buyer. Bavaria dominates the beer
markets of Colombia, Peru, and Ecuador,
and Panama. It is 70 percent-controlled by
Santo Domingo.
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Special Advisor Report

Ambassador: Cooperation Key to Bolivia's Future Stability

By Devin Finn

WASHINGTON - Bolivia's fractured political system must focus on defined objec-
tives and cooperation to complete a transitional step to a more democratically elect-
ed government, Bolivia's ambassador to the United States said Tuesday.

"What is needed is a new social pact," Bolivian Ambassador Jaime Aparicio told a
forum at the Inter-American Dialogue.

The main tasks of the two week-old caretaker government of President Eduardo
Rodriguez include scheduling early elections before year's end and maintaining eco-
nomic stability, Aparicio said.

Rodriguez, the head of the Supreme Court who became president on June 9 after
Carlos Mesa resigned amid prolonged street protests and road blockades, faces con-
tradictory demands from two poles of Bolivian society. The indigenous groups in the
Eastern highlands are calling for a vast constitutional revision among other demands,
while business sectors in the wealthy Santa Cruz province want autonomy from the
rest of the country.

While Bolivia has made economic progress in the recent past, the integration of soci-
ety and a need for greater political participation are immediate demands on the gov-
ernment and people, Aparicio said.

Rodriguez is also tasked with beginning a process of social consensus among various
groups with differing demands and creating a "social emergency" program to prevent
destabilizing uprisings in the future.

"The government now has the opportunity to deal with unsolved historical prob-
lems," the ambassador said.

He emphasized the need for a good relationship between Rodriguez and Congress in
order to achieve Rodriguez's mandate. This cooperation will require new congres-
sional elections, he said, a demand the protesters have also made.

Despite media reports that the great majority of Bolivians is overwhelmingly discon-
tented with foreign exploitation of its natural resources, Aparicio said people recog-
nize the clear benefits of investment in the country's vast hydrocarbons wealth, citing
surveys that show that 70 percent of the country is in favor of exporting hydrocar-
bons.

Aparicio also criticized the US-backed drug eradication program in Bolivia as
"unwise" because it lacks "a serious, responsible economic alternative" for coca farm-
ers.

The ambassador noted that 200,000 coca-farming families have been left without
livelihoods as a result of the eradication program, causing unemployment, unrest and

continued conflict.

"Today rural poverty destroys any kind of hope in the country," he said.
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Featured Q&A
Continued from page 1

experiencing problems as a result of the
free trade area aspects of Mercosur so
they can restructure their economies.
Whether Argentina and Brazil, who will
be responsible for providing the vast
majority of the capital, will do so or are

€€ I the Mercosur countries
want to be taken seriously on the
international stage ... they would
be wiser to consolidate their
four-country customs union
rather than add more associate
members who are not committed
to genuine free trade. »

— Thomas O'Keefe

capable of doing so, is an open question.
The four core member states and associ-
ate members—Bolivia, Chile, and
Peru—also signed an agreement to
explore better integrating the regional
natural gas market in response to recent
shortages. Unfortunately Brazil nixed
any attempt to restore a safeguard
regime on intra-Mercosur trade as
requested by Argentina and Paraguay.
With the entry into force of the bilateral
preferential market access agreements
between the four Mercosur countries
and Colombia, Ecuador, and Venezuela
earlier this year, these three Andean
countries can now apply for associate
membership in Mercosur. If the
Mercosur countries want to be taken
seriously on the international stage,
however, they would be wiser to consoli-
date their four-country customs union
rather than add more associate members
who are not committed to genuine free
trade."

Board Comment: Jon
Huenemann: "It appears the
leaders are forging an effort to
create a multi-country parlia-
ment, developing an economic develop-
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ment fund largely to benefit Paraguay
and Uruguay and are discussing possible
country membership expansion and
energy infrastructure integration, espe-
cially in natural gas. It is not clear to me
what such a parliament will do. It is also
not clear to me that the membership will
expand in real terms in the immediate
future, although there has been some
discussion and rhetoric to that effect.
Venezuela's membership raises a host of
interesting issues both for intra-South
American relations as well as South
American relations with the US.
Furthermore, given the premise of
Mercosur—the creation of a common
market and customs union with the
eventual free movement of goods, servic-
es, investment ,and people—the 'new
socialism' and 'politics over the market'
rhetoric of President Chavez would not
seem a logical fit, although admittedly
Mercosur has not lived up to common
market and customs union obligations
as yet, so his influence would only likely
worsen that record. At the same time, the
Mercosur treaties require representative
democracy, which would put additional
boundaries on what the Chavez govern-
ment could do as a member. As far as I
can tell at this point, the summit did not
really break major new ground on the
trade front either among existing mem-
bers or possibly new members. This is in
keeping with its disappointing perform-
ance on this front for years now ..."

Fernando Masi is a Researcher for
RedMercosur (Red de Investigaciones
Economicas del Mercosur) and Director
of el Centro de Analisis y Difusion de
Economia de Paraguay (CADEP).

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

Jon Huenemann is a member of the
Advisor board, Senior Vice President of
Fleishman-Hillard Government
Relations, and former Assistant US Trade
Representative with responsibilities in the
Americas.
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