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Featured Q&A With Our Board of Advisors

Q Brazil and Argentina both
announced last month that they
would pay off their entire debts,
totaling some $26 billion, to the

International Monetary Fund. What is the
significance for the two countries of pay-
ing off their IMF debts? Are they better off
without IMF “conditionality”? Is the IMF
losing its relevance in Latin America?

ABoard Comment: Michael Gavin:
"Though they roughly coincided,
the Brazilian and the Argentine
decisions to repay the IMF were

differently motivated, and had different
market impacts. In Brazil, repayment
reflected the fact that the IMF program had
served its purpose. The policy framework
associated with the program (and a lot of
help from favorable external conditions)
restored Brazil's access to financial markets
and made the Fund's extraordinary financ-
ing redundant. Brazil could have repaid the
IMF gradually, keeping its IMF obligations
on its balance sheet well after the IMF pro-
gram expired, sort of like the human body
has retained its appendix even after it
became biologically unnecessary. But in
Brazil the repayment reinforces the mes-
sage that Brazil's fiscal and monetary poli-
cies are as they are by Brazilian choice, not
multilateral edict, which is a good thing,
especially in an election year. It's also a use-
ful precedent for countries that no longer
need temporary balance of payments sup-
port to repay the Fund when it becomes
feasible, not at the last possible moment. In

Argentina, repayment probably reflected a
realization that it was going to be difficult
to find enough common ground with the
IMF to build a program upon. Repaying
the IMF removes speculation that the gov-
ernment may try to agree upon a program
to roll over some of the IMF loans, thus
discouraging parties to its various negotia-
tions (such as producers of regulated utili-
ties and bondholders who did not agree to
the debt exchange) from hoping that the
IMF will exercise influence on their behalf.
Is the IMF losing influence? For now, of
course. The IMF is bound to lose influence
in an environment where the financing

PHOTO OF THE DAY

Continued on page 4

Peru on Thursday accused Venezuela
of meddling in its affairs after
Venezuelan President Hugo Chavez
earlier this week praised Ollanta
Humala (above), a left-leaning nation-
alist candidate in Peru's April presi-
dential election. See story on page 2.

Photo: Peruvian Nationalist Party.
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Chile 2005 Growth Expected 
to be at Least 6.0 Percent

Chilean Finance Minister Nicolas
Eyzaguirre said the nation's econo-
my closed 2005 at 6 percent growth
or more. Chile's economy grew at its
fastest pace in five months in
November—6.1 percent year-on-
year—as prices for copper hit record
highs and industrial production
expanded more than analysts
expected. Lower rates of growth
from July to October had led some
to believe that 2005 would be a
slower year.

Source: Bloomberg News, El Comercio.

Brazil's CVRD Issues 
$1 Billion in Bonds 

Brazilian mining giant CVRD
announced this morning it had
issued $1 billion worth of 10-year
bonds in what it said was the
largest-ever debt sale by a Brazilian
corporation in global capital mar-
kets. CVRD, the world's biggest pro-
ducer of iron ore, said the debt sale,
which was placed with over 175
investors from the US, Latin
America, Europe, and Asia, was
oversubscribed by 2.5 times its size.
Proceeds from the debt sale will be
used for "general corporate purpos-
es" and to buy back $300 million in
bonds issued by subsidiary Vale
Overseas, CVRD said.

Source: company statement.

US Could Sign FTA with Peru

The Bush administration could sign
a free trade agreement with Peru
before it finishes negotiations on
pacts with Colombia and Ecuador, a
spokeswoman for the office of the
US Trade Representative said
Thursday. The US and Peru con-
cluded free trade negotiations last
month after more than 18 months of
talks among all four countries.

Source: Reuters.

Political News

Peru Recalls Venezuela Ambassador
Over Chavez's "Meddling"

Peru recalled its ambassador from
Venezuela and accused the country of
meddling in its affairs after President
Hugo Chavez praised Ollanta Humala, a
left-leaning nationalist who is running for
president in Peru's April elections, the for-
eign ministry said on Thursday. "There are
concerns of political meddling in Peru's

electoral affairs,
and comments by
President Chavez
were out of place,"
a foreign ministry
spokeswoman said,
according to
Reuters. Chavez
said Tuesday that

Peru would be part of a "battle that joins
together nationalism" in Latin America.
His comments were made during a cere-
mony with visiting Bolivian President-
elect Evo Morales, who also offered
Humala his support. The Peruvian foreign
ministry said Chavez's comments "did not
coincide with international law and the
rules and regulations ... that oblige demo-
cratic states not to interfere in the domes-
tic affairs of other countries." Ambassador
Carlos Urrutia's recall will not be perma-
nent, the spokeswoman said. Humala, who
was visiting Caracas, said the meeting was
his first time speaking with Chavez,
despite previous discussions with political
leaders in Venezuela, Peruvian daily El
Comercio reported. He denied that the
meeting with Chavez signified interference
in Peruvian politics and said it forms a
part of his party's international agenda.
Humala, who led a failed military rebel-
lion in 2000 against former President
Alberto Fujimori, said he respects Chavez
"and think he is doing great work."
Humala, leads center-right candidate
Lourdes Flores Nano in some polls in the
run-up to the April election. Observers say
much of his support comes from Peru's
rural poor who are disillusioned with tra-
ditional politics and free market policies.
Peru's political elite and investors worry
that a Humala presidency would reverse

years of pro-market policies in the Andean
nation. Yesterday, Peru's stocks, bonds,
and currency all fell after Humala called
for higher oil royalties and limits on for-
eign investment.

Haitian Business Leader Calls for
Strike to Protest Kidnappings

The president of Haiti's Chamber of
Commerce on Thursday called for a gen-
eral strike next week to put pressure on
United Nations peacekeeping forces to
move aggressively against gangs behind a
wave of kidnappings, the Associated Press
reported. "We believe the political man-
agement of the UN has not decided yet to
provide the security environment that
they were meant to provide," Reginald
Boulos was quoted as telling reporters, as
he urged businesses to stay closed and par-
ents to keep their children out of school.
"The general population is tired, very tired
of this insecurity," he said, adding that
Haiti's planned presidential and legislative
elections, which have been postponed sev-
eral times, "cannot take place in this kind
of environment." Last month, The Miami

Herald, citing information from the FBI,
reported that 8-10 people per day were
being abducted for ransom in Haiti, a rate
higher than that of Colombia. The 9,000-
strong UN peacekeeping force and Haitian
police have pledged to restore security,
which has deteriorated sharply with the
approach of elections to replace the inter-
im government that took power after the
ouster of former President Jean-Bertrand
Aristide in February 2004 amid a nation-
wide rebellion. Boulos was a leading mem-
ber of a coalition that supported the rebels
against Aristide, according to the AP. The
Haitian government on Sunday confirmed
news that elections scheduled for January
8, already delayed four times, would not be
held on time, Agence France Presse report-
ed. It may now not be held until early
February, according to AFP. Haitian inter-

“ The general population is tired,

very tired of this insecurity.”
- Reginald Boulos

Humala
Photo: Peruvian
Nationalist Party



im Prime Minister Gerard Latortue said
yesterday he plans to step down as
planned next month even though it
appears unlikely the country's new leader
will be in place before his final day.

Company News

Brasil Telecom to Take 622 Million
Reais Worth of Provisions

Brasil Telecom, Brazil's third-largest
fixed-line provider, said Thursday it
would take a 622 million reais ($US 272
million) provision in its fourth-quarter
earnings because of extra costs from labor,
pension, tax, and other obligations. In a
statement, Brasil Telecom said it would
take a 198 million-real provision related to
legal cases involving workers and pension-
ers, a 171 million-real provision due to
changes in pension payment calculations,
and a tax provision of 127 million reais.
The company also said it would take a 74
million-real charge for losses from co-
billing with other fixed-line and mobile
operators, and a 52 million-real charge
related to a deduction in interconnection
costs. It said the provisions would not
affect its cash flow. Brasil Telecom has
been operating under a new management
team since shareholders led by US finan-
cial giant Citigroup and local pension
funds wrested control of the company
away from Brazilian financier Daniel
Dantas and his private equity fund,
Opportunity, in September. The new
management team, which also took sever-
al one-time provisions in the third quarter
when Brasil Telecom posted its first loss in
seven quarters, has been auditing the
company's books and reorganizing its
businesses with a focus on cost reductions,
according to Reuters. The company's new
management is also seeking damages in
court from 10 former executives and
board members, including Dantas, alleg-
ing they personally benefited at the
expense of investors when they ran the
company, Reuters reported. Dantas and
the others have denied the accusations.
Brasil Telecom said Thursday it reaffirmed
its "commitment to maintaining high
standards of transparency and corporate
governance."
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Capitol Hill Watch
A weekly look at US congressional activity on Latin America

Bush Appoints New Head of Immigration and Customs Enforcement

In a controversial recess appointment, President George W. Bush on
Wednesday appointed Julie Myers as the new head of the Immigration and
Customs Enforcement (ICE) bureau at the Department of Homeland
Security. Myers will take charge of the fourth-largest Homeland Security
agency on January 9, at a time when enforcement of immigration laws is
increasingly important amid pending reform. With a $4 billion budget and
over 14,600 employees, ICE is charged with deporting illegal immigrants
within the US. Until now, Myers' largest management job was as assistant sec-
retary of commerce for export enforcement, where she oversaw 170 employ-
ees and a $25 million budget. Myers has been criticized by Republicans and
Democrats, who have pointed to what they view as a lack of experience in
both immigration issues and management. Sen. George Voinovich (R-OH)
harshly criticized Myers' qualifications and told her during her September 15
confirmation hearing that her resume did not show that she was qualified for
the position. Senators were reportedly prepared to mount a fight on the floor
if her nomination was raised while Congress was in session, but Bush's use of
a recess appointment to install Myers allowed him to circumvent the Senate
approval process. Myers, who is a niece of former Joint Chiefs of Staff
Chairman Richard B. Myers and the wife of the chief of staff to Homeland
Security Secretary Michael Chertoff, told the committee that fixing ICE's
poor financial management would be one of her top priorities.

Source: The Washington Post, Roll Call, Federal Times.

Rep. Burton to Head Indiana Farm Trade Mission to Central America

Republican Congressman Dan Burton next week will lead an agriculture mis-
sion from his home state of Indiana to visit three Central American countries
and expand agricultural trade ties ahead of implementation of the US-
Central America Free Trade Agreement (CAFTA). Burton, chairman of the
House International Relations Subcommittee on the Western Hemisphere,
along with Lt. Gov. Becky Skillman, will head the 34-person mission of gov-
ernment officials, agriculture industry representatives, and academics to
Costa Rica, Guatemala, and Panama. The mission, which hopes to find new
markets for Indiana farm products, such as corn, tomatoes, and soy, is sched-
uled to leave Sunday and return on January 13. Parties to CAFTA—the US,
Costa Rica, the Dominican Republic, El Salvador, Guatemala, Honduras, and
Nicaragua—have missed a target date of January 1 for implementation of the
agreement, but hope to have it in force within the next few months as some
still work on writing the trade deal into law. Costa Rica is the only country to
not yet ratify CAFTA, which eliminates tariffs on US exports to the four
Central American countries and the Dominican Republic and locks in and
expands the duty-free access those countries already have to the US market.
The US and Panama launched free trade talks in April 2004.

Source: Indianapolis Star, Reuters.



that it has to offer is not much needed. It
will still be around if and when the mar-
ket context changes."

AGuest Comment: Manuel
Suarez-Mier: "The decision by
Brazil and Argentina to amor-
tize in full their outstanding

IMF debt is more political than econom-
ic. However, there are marked differences
in the positions of the governments
involved. The key issues are: Will debt
service costs diminish? In the case of
Brazil, it is likely that a simple drawdown
of international reserves—which gener-
ate interest revenues below the costs of
servicing its IMF debt—would suffice, as
the country continues regular debt man-
agement operations, replacing expensive
and foreign currency-denominated debt
with cheaper, local obligations. In the
case of Argentina, its calendar of finan-
cial obligations implies that the draw-
down of reserves must be accompanied
by issuing net new obligations, such as
the bonds that the country has been sell-
ing to Venezuela, which pay higher inter-
est than the IMF debt. Will economic
policies change? In the case of Brazil,
there is a clear commitment to financial
stability and the macroeconomic policies
that make it possible with or without an
IMF program. This is not the case of
Argentina, which is following economic
policies that are incompatible with long-
term financial stability and growth. Not
having an IMF program and its corre-
sponding conditionality worsens the
prospects that the Argentine government
mend its course."

AGuest Comment: Miguel
Kiguel: "Brazil's decision to
cancel its debt with the IMF
was quickly followed by

Argentina. The signals were quite differ-
ent for the markets. Brazil did so from a
position of strength, the market viewed
it as a market-friendly decision, and the
IMF supported it. The Argentine case
was different, and it appeared more con-
frontational as it was presented as a sign
of political independence. In addition, it
had to use almost one-third of its

reserves, and had to introduce changes in
the law to transfer the reserves to the
Treasury. The IMF has basically
remained silent. The impact of these
decisions is unlikely to be significant in
either economy, as they do not imply a
fundamental change in policies; but it
does open a question about the role of
the IMF. Just a few years ago we were

debating the need to create the
Contingent Credit Line and whether the
Fund had enough financial resources to
be an effective lender of last resort in the
large economies. Now we have similar
questions to those that we had prior to
the Tequila crisis and the ensuing Asian
and Russian crises. What is the role of
the IMF? Is there a need for a lender of
last resort? It seems that there have been
fundamental changes in emerging mar-
kets, as most countries have adopted
floating exchange rates, and have
stronger banking sectors and larger
domestic debt markets. But one cannot
rule out a new crisis somewhere in the
next decade, and most likely there will be
a need for one institution to coordinate
the assistance. Whether it will be the IMF
is certainly an open question."

Michael Gavin is a member of the
Advisor board and head of Latin
America Economic Research at UBS.

Manuel Suarez-Mier is head of Latin
American Economics at Bank of America.

Miguel Kiguel is Director of the
Macroeconomic Advisory Group and for-
mer Vice Minister of the Economy in
Argentina.
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“ ... One cannot rule out a new

crisis somewhere in the next

decade, and most likely there will

be a need for one institution to

coordinate the assistance.”
- Miguel Kiguel


