
Q Michelle Bachelet, Chile's pres-
ident-elect, has vowed social
security system reforms. What
reforms are needed and what

are the odds of their implementation?

AGuest Comment: Carlos Janada:
"After more than two decades of
operation, a growing number of
Chilean workers should start

receiving their pensions; but regulators
have realized that the pension payments
might not meet a minimum amount set by
the government. This discrepancy has aris-
en because workers did not contribute
enough during their working lives due to
periods of unemployment or simply pre-
ferred not to contribute, since the contri-
bution cost is seen as rather high. Unlike
401Ks in the US, where workers pay a per-
centage on their accumulated retirement
savings, in Chile workers must pay a per-
centage of their contributions (usually
between 20 and 30 percent of their month-
ly contribution). One way to lower the pen-
sion cost is to promote higher competition
in the market, thereby motivating tradi-
tional pension funds to operate efficiently
and strive to attract clients. This measure
will help boost the effectiveness of the sys-
tem in the medium to long term, but will
not serve to cover current workers and
pensioners. The government would have to
intervene to meet current funding short-
falls. As president, Bachelet will have a
good opportunity to implement reform in
this area due to her strong mandate and her

coalition's majority in both the Senate and
the lower House."

AGuest Comment: Morgan Harting:
"As participants in Chile's famed
private social security system
begin retiring, two holes are

emerging that will likely be plugged with
additional government spending. First,
participants who have contributed for 20
years but find that they have not accumu-
lated assets sufficient to meet the pre-deter-
mined benefit level have their benefits
'topped up' by the government under cur-
rent law. There is a second group of work-
ers who are reaching retirement age having
contributed for less than 20 years and not
having accumulated enough assets to earn
the minimum pension. The government is
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A conservative US group on Wednesday
announced a boycott of gasoline sold by
Citgo, a US subsidiary of Venezuela's
state-owned PDVSA. See story, page 2.
Photo: Citgo.
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Haiti to Halt Campaigning, Close
Schools to Prepare for Elections

Haiti will stop campaigning and
close schools and government offices
before next Tuesday's planned elec-
tions to help ensure security, officials
in the country's interim government
said Wednesday. Interim Prime
Minister Gerard Latortue also said
polling would be halted and the
media would  be prohibited from
publicizing anything but "official
results" from the election, the first
since ex-President Jean-Bertrand
Aristide was forced into exile by an
armed revolt. Latortue added said
that Haitian police and 9,000 UN
peacekeepers would protect voters.

Arizona Governor Proposes 
$100 Million for Border Tightening

Arizona should spend $100 million
on programs to secure its border
with Mexico, as illegal immigration
has led to increased crime and pres-
sure on local law enforcement, Gov.
Janet Napolitano said this week.
Napolitano said boosting state
spending on border control is neces-
sary because US Border Patrol
efforts in California and Texas have
diverted illegal Mexican immigrants
to her state. State legislative leaders
have said funding the security plan
is possible in light of Arizona's pro-
jected $1 billion budget surplus.

Inflation in Peru 
Picks Up in January

Consumer prices in Peru rose a
higher-than-expected 0.50 percent
in January, up from 0.42 percent in
December. "January's rate was high-
er than all of the last 10 months
combined," the National Statistics
Institute said. By sector, the greatest
price increase, 1.07 percent, was
recorded in food and beverages.

Source: Reuters.

Political News

Bush Calls Bolivia's Morales,
Expresses Hope for Dialogue

US President George W. Bush on
Wednesday reached out a hand to Evo
Morales on Wednesday, calling the
Bolivian leader to congratulate him on his
election and to express hope for dialogue,
White House spokesman Scott McClellan
said. "The President expressed our com-
mitment to helping the Bolivian people
realize their aspirations for a better life,"
McClellan told reporters aboard Air Force
One. "Both leaders reiterated their interest
in a constructive US-Bolivian relationship
and dialogue." During the call, Morales
outlined his agenda for social and eco-
nomic change in Bolivia, McClellan said.
Bush's phone call came 10 days after
Morales' January 22 inauguration and
more than a month after his surprise first-
round victory in Bolivia's December 18
presidential election. He is the first-ever
indigenous president of the South
American nation, where a majority claim
indigenous ancestry. Morales' vows to be a
"nightmare" for the US, his pledges to end
US-backed coca eradication programs,
and his open admiration for Cuba's Fidel
Castro and Venezuelan President Hugo
Chavez have alarmed policymakers in
Washington, although some political ana-
lysts note that as president Morales may be
more pragmatic in dealing with the US.
On the eve of his inauguration, Morales
met with US Assistant Secretary of State
for Western Hemisphere Affairs Thomas
Shannon, who wished the new Bolivian
leader success, and Morales thanked
Shannon in his inaugural address.
According to Reuters, US diplomats say
their meetings with Morales have been
good. The US diplomats are coordinating
with Brazil and Argentina to try to moder-
ate his policies, especially his pledges to
roll back some anti-drug programs,
Reuters reported. Morales, a coca farmer,
has said he plans to end US-backed eradi-
cation of the plant, which has traditional
medicinal uses in Bolivia, while eliminat-
ing cocaine production. Bolivia is the
world's third-biggest coca grower and a
major source of cocaine to Europe and the

rest of South America, according to US
estimates.

Conservative US Group Announces
Boycott of Citgo Gas Stations

The chairman of the American Family
Association, a conservative US religious
group, announced Wednesday the group
would boycott gasoline sold by Citgo
Petroleum Corp., the US refining and
marketing branch of Venezuela's state-
owned oil company PDVSA, in response
to Venezuelan President Hugo Chavez's
anti-US rhetoric, Reuters reported. "It
doesn't make sense to purchase gasoline
from a country that wants to bring down
the US government," AFA Chairman
Donald Wildmon was quoted as saying.
Chavez has been a fierce critic of the US
government. Last weekend, he met with
US anti-war activist Cindy Sheehan and
proclaimed "we must tell the world, down
with the US empire." Citing an unnamed
source at Citgo's Houston headquarters,
Reuters reported that the company has
received more than 37,000 e-mails from
people pledging not to buy gasoline at
Citgo's 14,000 US service stations. AFA
says it has 2.97 million online supporters.
The organization was founded in 1977 by
Wildmon, a Methodist minister, as the
National Federation of Decency. Last year,
liberal groups began urging people
opposed to the Bush administration to
buy gasoline at Citgo gas stations in a
show of support for Chavez. Venezuela is
among the top three foreign suppliers of
oil to the United States.

Company News

Brazil's Net Posts First-
Ever Annual Profit in 2005

Brazilian cable television service provider
Net Servicos de Comunicacao said
Wednesday it posted its first annual profit
ever in 2005, according to Reuters. Net
reported a 2005 profit of 125.7 million
reais ($US 56.6 million), boosted by net
income of 130.9 million reais in the
fourth-quarter, when it recorded a 107
million-real tax gain. However, Chief
Executive Francisco Valim said it would



have ended the year with a profit without
the fourth-quarter tax gain. "With its 2005
earnings report, Net consolidates its turn-
around," Valim was quoted as saying. In
2004, Net lost 45.4 million reais. The com-
pany's net revenue increased 14.4 percent
last year to 1.59 billion reais. In the fourth
quarter, revenues grew 25 percent to 432.6
million reais compared to the same three
months a year earlier, as Net's broadband
subscriber base almost doubled to 366,500
paying customers. Pay TV subscribers
totaled 1.54 million at the end of the year,
up 8.5 percent from a year ago. Last year,
Net invested 188.6 million reais to grow its
subscriber base. Valim said the company
plans to invest heavily in 2006, but did not
provide any figures. Net, Brazil's biggest
cable company, is owned by Brazilian
media group Organizacoes Globo and by
Mexico-based telecommunications giant
Telmex.

Petrobras Energia to Take Provisions
in 2005 Due to Venezuela Changes

Petrobras Energia, the Argentine unit of
Brazil's state-owned Petrobras, said
Wednesday it would take 420 million
pesos (US $137 million) in provisions in
its 2005 results due to changes in its oper-
ating contract in Venezuela. "The migra-
tion of operating agreements will mean a
change in the development of the current
businesses in Venezuela," Petrobras
Energia said in a press release. "Since there
is still no certainty as to the definitive
terms of conversion of the operating con-
tracts, the Board considers that this
process will entail a deterioration in its
Venezuelan assets." Foreign oil companies
in Venezuela were required to agree by
December 31, 2005 to convert some 32
operating agreements into joint-venture
contracts with state-owned Petroleos de
Venezuela, under which PDVSA would
have majority control. Venezuelan
President Hugo Chavez, who has sought
to squeeze more money out of the sector
amid high global oil prices, said last
month the government expects to pull in
an additional $1.5 billion this year as a
result of the contract changes. Petrobras
Energia also said Wednesday it would take
800 million pesos in provisions for taxes
in 2005.
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Capitol Hill Watch
A weekly look at US congressional activity on Latin America

House Gives Final Approval to Bill Ending US Cotton Subsidy Program

In a 216-214 vote, the House on Wednesday gave final congressional approval
to the elimination of US cotton export subsidies, nearly a year after a World
Trade Organization panel ruled—in response to a suit by Brazil—that US
supports for its cotton farmers were unfair and distorted the global cotton
market. The provision was included in a bill that cuts federal spending by
nearly $40 billion over five years, including $2.7 billion taken from agricul-
tural programs. The US agreed to end cotton subsidies in December during
WTO trade negotiations in Hong Kong. It had come under increasing pres-
sure to end the program, especially after the WTO's March 2005 ruling. In
October, Brazil threatened to impose more than $1 billion in sanctions on US
imports if the US refused to end the subsidies. Under the bill passed yester-
day, the program would end on August 1, when the current marketing year
ends. "I'm not happy about [the end of cotton subsidies], but it's probably
the appropriate step to take at this time," Rep. Bob Goodlatte (R-VA), chair-
man of the House Agriculture Committee, was quoted as saying.

Source: Reuters.

Two Democratic Lawmakers Celebrate the Release of Jailed Haitian Priest

Reps. Kendrick Meek (D-FL) and Maxine Waters (D-CA) celebrated the
release this week of ailing Roman Catholic priest Gerard Jean-Juste from
prison in Haiti, and demanded that Haiti's interim government release scores
of other "political prisoners." Waters said she spoke Monday with Jean-Juste,
who is at a Miami hospital after the Haitian government on Sunday granted
him a provisional release to obtain medical treatment in the US. Jean-Juste, a
supporter of exiled ex-Haitian President Jean-Bertrand Aristide, has been
diagnosed with leukemia, and recently contracted pneumonia, prompting his
supporters in Congress and human rights activists to step up their calls for his
release. In jail for six months, Jean-Juste was originally accused of involve-
ment in the murder of a journalist. Those charges were dropped last month,
but he now faces charges of having illegal weapons and being involved in ille-
gal gang activity. His supporters say the charges are politically motivated.
Waters said there were still hundreds of political prisoners in Haiti and that
all of them should be released.

Source: Office of Rep. Maxine Waters, Office of Rep. Kendrick Meek, Reuters.

Mack Says Al-Jazeera-Telesur Deal Creates Global Terrorist Network

Rep. Connie Mack (R-FL), an outspoken critic of Venezuelan President Hugo
Chavez, said Wednesday a cooperation agreement between Arabic channel
Al-Jazeera and Venezuela's government-run Telesur will create "a global tel-
evision network for terrorists and other enemies of freedom." Mack called on
the House to approve his proposal to launch US radio and television broad-
casts into Venezuela. "The United States must counter the tyrannical, anti-
democratic messages that this dangerous alliance will spew to Latin America
and the entire world."

Source: Office of Rep. Connie Mack.



not legally obligated to 'top up' the ben-
efits of these workers, but it appears like-
ly that legislation will be introduced to
give them something, perhaps according
to a sliding scale. Many of these workers
are women who contributed for less than
20 years because they left the formal
workforce to raise families. A law to sup-
plement the benefits of these retirees
could also include an increase in entitle-
ments for indigent people as part of a
broader plan to reduce poverty.
Thankfully, Chile's adept and responsi-
ble fiscal management leaves space for
these incremental expenditures without
raising concerns about their effect on the
sustainability of public finances.
Together, these pension costs could cost
0.5 percent of GDP. Considering the gov-
ernment's commitment to maintaining a
1 percent of GDP primary surplus, it
appears there is adequate margin for
maneuver."

AGuest Comment: Manuel
Agosin:  "Chile's pension
reform works well for those
who make enough income and

have a sufficiently long active life to have
accumulated enough savings for a rea-
sonable retirement income. It doesn't
really work for low-income people. What
is needed is a blend of the old pay-as-you
go system with the individual retirement
accounts that are the basic pillar of the
current system. Also, the current system
has a minimum pension guarantee that
represents a very significant contingent
liability, since lots of people have not
accumulated sufficient assets to yield
that minimum monthly income. This
needs to be recognized, and certain loop-
holes in the current system need to be
closed, so that more people will accumu-
late enough assets to have a reasonable
pension and won't have to rely on the
government's supplement after retire-
ment. Bachelet was elected with a very
decisive majority. In addition, in the past
the opposition has played a constructive
role in approving legislation sent to
Congress by the executive. This relation-
ship can be expected to continue, espe-
cially since the governing coalition has a

majority in Congress. The current pen-
sion system has a solid base of support,
so it is inconceivable that it will be
thrown out the window. However, we
can expect changes in the direction of
reintroducing some elements of solidar-
ity, which would serve to improve it."

AGuest Comment: Raúl Madrid:
"The most important problem
that the new government must
address is the relatively high

evasion rate in the system, which has
exceeded 50 percent at times. Young peo-
ple, informal sector workers, the poor,
and the unemployed are least likely to
make contributions. Another problem
with the Chilean private pension system
is the high level of administrative costs.
These costs have been high in part
because the private pension funds have
spent a great deal on marketing expenses
in order to recruit affiliates. Various
studies have found that the private pen-
sion funds deduct more than one-fourth
of the average worker's contributions to
cover administrative costs and insurance
premiums. The high levels of evasion
and large administrative costs mean that
many workers will not have enough
funds in their accounts to finance a
decent pension upon retirement.
Workers who have contributed to the
system for at least 20 years will qualify
for a minimum pension, but these mini-
mum pensions may place a great deal of
financial strain upon the state budget as
the system ages. Unfortunately, none of
these problems can be easily solved, but
the Bachelet administration will almost
surely try to regulate fees more closely
and improve the tax collection system."

Carlos Janada is a Senior Economist at
the Institute of International Finance.

Morgan Harting is a Senior Director at
Fitch Ratings.

Manuel Agosin is a Regional Economic
Advisor at the Inter-American
Development Bank.

Raúl Madrid is an Associate Professor of
Government at the University of Texas at
Austin.
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