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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Colombia's largest paramilitary

group, the AUC, last week sus-

pended its demobilization to

protest the government's deci-
sion to jail an AUC leader wanted in the
US on drug trafficking charges. How will
the government put the peace process
with the paramilitaries back on track and
at the same time appease the US? How
would its failure to punish or extradite
paramilitary leaders affect aid to Colombia
from the US and European Union?

Guest Comment: Adam Isacson:

"The paramilitaries' decision to

suspend the process is aimed

mainly at the United States. The
Colombian government, caught between
the paramilitaries' desire to stay out of jail
and Washington's desire to see drug traf-
fickers punished, has very little room for
maneuver. This presents a dilemma to the
hardliners who have dominated US anti-
drug policy for more than 20 years. If 'Don
Berna' and other paramilitary drug traf-
fickers appear likely to avoid extradition
and receive lenient treatment in Colombia
under the so-called Justice and Peace Law,
US drug warriors have two choices: they
can withdraw US support from the para-
military process, allow it to collapse, and
help Colombia to arrest and punish drug
kingpins in the AUC; or they can swallow
hard, put the drug war on hold, and toler-
ate the non-extradition of paramilitary
drug traffickers (and, in a possible future

Inside This Issue

peace process, guerrilla drug traffickers). If
the drug warriors in the Bush administra-
tion and Congress choose to keep support-
ing the process—and it's not yet clear
whether they will—it would be a highly
unusual show of flexibility from the people
who brought us the annual 'certification'
process, the denial of Ernesto Samper's
visa, the fumigation of coca-growing peas-
ants, and other uncompromisingly tough
policies. If they maintain their hard line,
however, they will join human rights
activists and other skeptics in a broad coali-
tion that would probably defeat any request
for US financial support of the demobiliza-
tion process."

Continued on page 4

PHOTO OF THE DAY
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Colombian police on Tuesday discov-
ered grenade launchers aimed at the
presidential palace of President Alvaro
Uribe. See related story on page 3.
Photo: SNE.
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Crude Prices See Highest
Jump Yet This Month

The price of crude oil had its biggest
gain this month on Tuesday amid
reports of tight supplies and a recov-
ery in demand. Crude oil for
November delivery rose $1.73, or 2.8
percent, to $63.75 a barrel on the
New York Mercantile Exchange. The
price of oil is still below the record
$70.85 a barrel recorded on August
30, when Hurricane Katrina
slammed into the US Gulf Coast and
shut down refinery operations in the
region. About 13 percent of US
refining capacity remains idle in the
wake of Hurricanes Katrina and
Rita. The price of crude has doubled
in the past two years.

Source: Bloomberg News, Reuters.

SABMiller Completes Takeover
of Colombia's Bavaria

London-based brewer SABMiller
announced early today that it had
completed its $7.8 billion acquisition
of Colombia's Bavaria, South
America's second-largest brewer.
The acquisition makes SABMiller
the world's second-biggest brewer by
volume after Belgium's InBev.

Source: company statement.

Mexico's Vitro to Sell
Headquarters to Lower Debt

Debt-laden Mexican glass maker
Vitro said Tuesday it was putting its
headquarters up for sale. Vitro said
it began a process to sell its two cor-
porate office buildings in San Pedro
Garza Garcla, in Nuevo Leon state,
as well as 26.6 acres of surrounding,
undeveloped land. The company
said the planned sale was in line
with its plan to lower its debt load of
close to $1.5 billion. Vitro has strug-
gled since the mid-1990s amid heav-
ier competition from local and
international glass makers.

Source: company statement, Reuters.
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Economic News

Fitch Raises Outlook
for Brazil to "Positive"

Fitch Ratings said Tuesday it raised its
outlook on Brazil to "positive," citing the
South American nation's improved eco-
nomic picture and resilience in the face of
amajor political scandal. In a press release,
Fitch said it revised its outlook on Brazil's
"BB-" sovereign ratings, which include
Brazil' long-term foreign currency and
long-term local currency ratings, to posi-
tive from "stable." The ratings agency
noted that Brazil's current account surplus
is expected to total $11.5 billion, or 1.4
percent of GDP, this year, driven by con-
tinued strong export growth, while its debt
burden, although still high, has fallen sig-
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meet the central bank's stated inflation
target, including in the run-up to the pres-
idential elections, would further enhance
the credibility of the macroeconomic pol-
icy framework," the ratings firm added.
Analysts expect Fitch's upgrade to be fol-
lowed by similar moves by Standard &
Poor's and Moody's Investors Service.

Political News

Ortega: Delay of Reforms
Needs Lawmakers' Approval

Nicaragua's National Assembly will have
to approve a delay in constitutional
reforms that was included in an agreement
between opposition leader Daniel Ortega
and President Enrique Bolanos, Ortega
said Tuesday, according to local daily La

Fitch noted a continued commitment to "sound" macroeconomic

policy in Brazil despite upcoming elections in 2006 and a vote-buying

scandal that erupted in June.

nificantly since 1999. "The improvement
in Brazil's external solvency indicators has
been impressive and is expected to contin-
ue. And, in spite of a strong currency,
Brazilian exports continue to expand at a
nice pace," said Roger Scher, head of Latin
American Sovereign Ratings at Fitch and a
member of the Advisor board. In addition,
Fitch said that slowing inflation could lead
to lower real interest rates and increase the
prospects for future growth. It raised its
2006 GDP growth forecast for Brazil from
3.2 percent to 3.5 percent. Fitch also noted
a continued commitment to "sound"
macroeconomic policy in Brazil despite
upcoming elections in 2006 and a vote-
buying scandal that erupted in June. The
government of President Luiz Inacio
"Lula" da Silva has fought to survive alle-
gations that the ruling Workers Party
bribed members of Congress in exchange
for their political support. Fitch cautioned
that Brazil must continue to keep its debt
burden under control and restrain spend-
ing."Establishing a consistent track record
on appropriate monetary policy actions to

Prensa. Ortega said his Sandinista Front
party would vote in favor of postponing
the reforms, which would strip Bolanos of
some of his powers, until after the end of
Bolanos' five-year term on January 10,
2007, However, Ortega said the measure
would also need the support of the Liberal
Constitutionalist Party (PLC), which was
not a party to the agreement between
Bolanos and Ortega announced Monday
night. According to The Miami Herald, the
agreement also includes a commitment to
approve the Central American-Dominican
Republic Free Trade Agreement (CAFTA-
DR) with the United States and reopen a
national dialogue. Ortega said the deal did
not include a halt to drive to oust six of
Bolanos' ministers for alleged electoral
crimes, La Prensa reported. The agreement
between the two adversaries came amid
intense pressure to resolve Nicaragua's
political crisis from the Organization of
American States and from the United
States, which last week threatened to drop
Nicaragua from CAFTA-DR and withhold
$175 million in aid if Bolanos was not
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allowed to finish his term. Ortega, a for-
mer president of the Central American
nation, has joined forces with the PLC, led
by another ex-president, Arnoldo Aleman,
to weaken Bolanos, and at one point they
threatened to impeach Bolanos for alleged
campaign finance irregularities. If the
National Assembly approves the delay in
the reforms agreed to by Bolanos and
Ortega, Bolanos will retain the power to
name officials to some influential posts.
The PLC has sent a letter to Bolanos say-
ing it didn't recognize the accord with
Ortega but that it was willing to restart the
national dialogue, according to the
Herald.

Colombian Police Discover Grenade
Launchers Aimed at Pres. Palace

Colombian police on Tuesday dismantled
grenade launchers pointed at the presi-
dential palace they said were placed there
by rebels, Reuters reported. Tipped oft by
residents in central Bogota, police found
what appeared to be homemade rockets
that were going to be used to attack the
presidential palace. The discovery came
one day after one of President Alvaro
Uribe's top congressional allies, Senator
German Vargas Lleras, survived a car
bombing. "The launchers were pointed
north and that's where the presidential
palace  is,"  Metropolitan  Police
Commander Luis Gomez Heredia was
quoted as saying. Suspected insurgents
belonging to the Revolutionary Armed
Forces of Colombia (FARC) fired similar
explosives at Uribe's inauguration in 2002,
missing their target but killing 21 people
in surrounding neighborhoods. Discovery
of the grenade launchers and Monday's
car bombing precede a decision by the
country's Constitutional Court on
whether to allow Uribe to run for re-elec-
tion. Analysts say the strikes are attempts
by the FARC to show that Uribe's tough
security policies have not been successful
in the lead-up to the May 2006 presiden-
tial election.

High Court Allows Haitian-Born
US Citizen to Run for President

Haiti's Supreme Court on Tuesday ruled
in favor of allowing a Haitian-born US
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The Dialogue Continues

A continuation of the October 3, 2005 Q&A

Finance ministers attending
the annual meetings of the
IMF and World Bank
September 24-25 in
Washington were reportedly divided
over the long-term roles of the two
multilateral institutions. What is the
best way to reform these institutions
to ensure their value and relevance?
Should proposals to restructure the
IMF's ownership structure include a

more prominent role for Latin
American countries?
Guest Comment: Barry
Eichengreen: "The Bank

should rely more on grants

and focus more on the poor-
est countries. In contrast, the IMF
should focus on middle-income coun-
tries that are more likely to be linked
up to international capital markets and
hence in need of emergency assistance
in periods of capital-flow volatility.
And it should continue to charge
meaningful interest rates on its loans
(although not necessarily market rates,
since the Fund is a preferred creditor)
to prevent governments from borrow-
ing unnecessarily and accumulating

businessman to run for president in the
country's upcoming elections, the
Associated Press reported. In its ruling,
the five-member Court said the provision-
al Electoral Council had not produced
sufficient evidence to prove that 65 year-
old Dumarsais Simeus, a US citizen and
owner of a food services company in
Mansfield, Texas, had given up his Haitian
citizenship. Simeus said the Court's ruling
was a victory for the Haitian people. "This
victory showed that we will break the
spine of the status quo that has done
nothing for this country in over 200
years," he was quoted as saying. Andre Joel
Petithomme, a lawyer for the Council, said
it would probably challenge the Court's
decision. "This decision is completely ille-

additional counterproductive debts.
For Latin America, this implies that the
IMF will be the more relevant of the
two Bretton Woods twins. This creates
an argument for enhancing the
region's voice and seats in the institu-
tion. The problem is that Asian coun-
tries have an even stronger claim to
enhanced representation, since their
weight in the international economy
has grown even faster in recent years.
Even if European countries agree to
consolidate their representation in a
smaller number of seats, there may not
be enough empty ones to go around.
Where Asian and Latin countries can
agree and where they should make
their preferences felt, however, is in
insisting on a more rational process for
selecting the managing director of the
Fund."

Barry Eichengreen is a Professor of
Economics and Political Science at the
University of California at Berkeley.

gal, the court did not even let us to talk,"
Petithomme said. Simeus would compete
against 33 other candidates in Haiti's pres-
idential election. The election and contests
for legislative seats have been scheduled
for November 20, but officials say that the
vote will likely be scheduled for as long as
a month due to delays in making prepara-
tions. During a visit to Haiti last month,
US Secretary of State Condoleezza Rice
urged officials to speed up preparations
for the elections, which she said are key to
the impoverished Caribbean nation's
future stability. Rice also said the elections
must be "open and inclusive and fair."
[Editor's note: see related Q&A in the
October 5, 2005 issue of the Latin America
Advisor.]
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Featured Q&A
Continued from page 1

Guest Comment: Myles

Frechette: "The Colombian

government and the AUC have

negotiated demobilization for
almost two years. President Uribe has
been clear from the beginning he intend-
ed to 'suspend’ extradition to the US of
several paramilitary leaders who are also
world-class narcotraffickers. The UN
and the EU Council state they support
demobilization, but note  that
Colombia's Law of Peace and Justice
doesn't reflect international principles of
'truth, justice and reparation." NGOs
agree. The Colombians want the US to
fund this demobilization for several
years. What have the Americans and
Colombians agreed to? US Ambassador
to Colombia William Wood has support-
ed the Law of Peace and Justice publicly
in Colombia. Speaking in Washington in
June, he said the law struck a balance
between peace and justice, which would
benefit the 'bad guys.'" Presumably, he
spoke for the administration. In
September, however, during his hearing
Assistant Secretary of State-designate
Thomas Shannon, told senators that the
US wants narcotrafficker paramilitary
leaders extradited: 'impunity is not an
answer to social conflict.' In late
September, when President Uribe said he
would not extradite Don Berna, a para-
military leader who is a wealthy narco-
trafficker, the US embassy there stated it
was 'disappointed.'" Colombia's Law of
Peace and Justice undermines the rule of
law. If the US is serious about helping
Colombia, it should not fund this demo-
bilization until: all the paramilitary lead-
ers the US requests in extradition arrive
in the US; and all those who benefit from
this law surrender their ill-gotten gains,
and confess all their crimes, including
smuggling drugs."

Guest Comment: Phillip
McLean: "Making sense out of
the so-called 'peace process'
with the AUC has never been
easy. President Uribe knows that his
country applauds his efforts to get the
right-wing groups to disband. And
indeed Colombia has had reason to cele-
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brate, because more than 8,000 have
turned over their arms to the
Organization of American States in cere-
monies around the country in the last 18
months. But it is no secret that paramili-
tary leaders have from the beginning of
negotiations with the government insist-
ed that they not be extradited to the
United States and receive only minimal
punishment for the many evil deeds.
Moreover, they do not hide that they
aspire to turn their de facto local power

€€ .. At some point [Uribe] will

have to take a clear stand or risk
appearing to allow impunity. »

- Phillip McLean

into a de jure national political role. In
this equation, the United States has
played an important role. It sees the AUC
leaders as terrorists and narcotraffickers,
and keeps reminding Colombians that
they should be treated as such. The
Colombian president has used ambigui-
ty to keep the process going while he
tries to build up the legal and police
structure to deal with violent groups. But
at some point he will have to take a clear
stand or risk appearing to allow impuni-
ty. If he does that, he will lose US sup-
port."

Adam Isacson is Director of Programs at
the Center for International Policy.

Myles Frechette was US Ambassador to
Colombia from 1994 to 1997.

Phillip McLean is a Senior Associate at
the Center for Strategic & International
Studies.
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