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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Peru's National Statistics

Institute said last week that con-

sumer prices rose a higher-than-

expected 0.50 percent in
January, higher than all of the previous 10
months combined. What is the outlook for
inflation and economic growth in Peru?
Will the country continue on its path of
strong economic growth? What factors do
you see as variously driving and impeding
greater growth?

Guest Comment:  Sebastian

Briozzo: "Inflation in Peru

reached an unusually low 1.5 per-

cent in 2005, setting a low base of
comparison for 2006. However, it is expect-
ed to reach 2.5 percent in 2006, much clos-
er to the top of the inflation-targeting
range. Still, Peru's inflation is low by inter-
national standards. Relatively high medi-
um-term economic growth prospects are
one of the most important factors support-
ing Standard and Poor's positive outlook
on Peru's rating. GDP is expected to grow
at 5 percent in 2006 following an impres-
sive 6.3 percent growth rate in 2005. Even
more important from the ratings' perspec-
tive, recent large investment projects are
helping to support a solid foundation of
about 3.8 percent GDP growth over the
medium term. However, Peru's still under-
developed political institutions remain a
major impediment to further increases in
investment and, therefore, greater econom-
ic growth. The recent jump in voting inten-
tion for an outsider candidate in this year's

Inside This Issue

presidential elections (a recurring phe-
nomenon in Peru) is another demonstra-
tion of the fragility of the political system.
Nonetheless, the combination of a very
favorable international environment and
appropriate economic management in a
context of relatively high economic growth
will continue to provide more time to gov-
ernment authorities to strengthen Peru's
political institutions."

Board Comment: Jonathon Flott:
"Notwithstanding the higher

inflation reported in January, the
outlook for Peru's economy for
Continued on page 4

PHOTO OF THE DAY

A United Nations worker assisted an
elderly woman to a voting booth during
Haiti's elections Tuesday, where many
voters waited in long lines for hours to
cast their ballots. See story on page 2.
Photo: UN.
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Venezuela to Appoint New
National Electoral Council

Venezuela's National Assembly plans
to appoint a new National Electoral
Council to oversee presidential elec-
tions in December, National Assembly
President Nicolas Maduro said.
Opposition candidates claim the five-
person Electoral Council is biased in
favor of President Hugo Chavez and
that they will not participate in the
election unless congress appoints new
members. The new council should be
in place by mid-April, Maduro said.
Source: Bloomberg News.

Mexican Protesters Block
Entrance to US-Owned Hotel

Protesters waving Cuban flags
blocked the entrance to a US-owned
Sheraton hotel in Mexico City on
Tuesday, calling for its closure after
it evicted Cuban officials on the
orders of the United States. Mexico
filed a complaint against the compa-
ny for violating investment and
trade protection laws. The hotel
could face fines of nearly $500,000
or even be shut down. A spokesman
for the US Office of Foreign Assets
Control said the Hotel Maria Isabel
Sheraton is a US subsidiary and
therefore barred from providing a
service to Cuba or Cuban nationals
under the 1996 Helms-Burton law.

Source: Reuters, Associated Press.

Brazil's Industrial Output
Grew 2.3 Percent in December

Industrial production in Brazil grew
2.3 percent in December from the
previous month, the biggest month-
ly expansion since October 2003,
government statistics agency IBGE
said Tuesday. December growth was
driven by a strong expansion in the
output of capital goods and con-
sumer durables. Production rose 3.2
percent from December 2004.

Source: IBGE.
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Political News

Massive Turnout for Haiti's
Election Overwhelms Officials

Early results from Haiti's presidential and
legislative election on Tuesday, its first
since the ouster of ex-President Jean-
Bertrand Aristide nearly two years ago, are
not expected until late today after a vote
marked by a massive turnout that officials
said overwhelmed them, the Associated
Press reported this morning. Many
Haitians voted by candlelight Tuesday
night after spending hours in long lines at
some polling stations, many of which
opened late because they lacked the neces-
sary workers, security, and ballots.
Election officials extended voting by sever-

Election officials extended voting
by several hours to ensure people

who wanted to vote could.

al hours to ensure people who wanted to
vote could. The election had been origi-
nally planned for last October, but was
postponed four times because of logistical
and security concerns. Amid intense con-
cerns about security leading up to the
vote, the only reported violence took place
in the northern town of Gros Morne,
where a police officer was lynched by a
mob after shooting and killing a man in
line at a polling station. Jose Miguel
Insulza, secretary general of the
Organization of American States, noted
the large turnout, and said Haiti "will have
a democratic government ... that this
country has fought so long and hard to
have." US officials also labeled the vote a
success and pledged to work with whoever
is elected. Former President Rene Preval,
an ally of Aristide and the only democrat-
ically elected leader in Haitian history to
complete his term in office, was consid-
ered the favorite contender for president
going into Tuesday's election. Preval's sup-
porters, wary of fraud, have suggested they
would not accept his defeat, and experts
fear violence could erupt if Preval loses. At
the same time, Preval's victory could pave

the way for the return of Aristide from
exile in South Africa, triggering a violent
reaction from Aristide's opponents. Other
top presidential candidates were Charles
Baker, an industrialist, and Leslie Manigat,
who was president for five months in 1988
until the military ousted him. If no candi-
date obtains a majority from yesterday's
vote, the top two finishers will compete in
a March 19 run-off. Full results are expect-
ed later in the week. The Miami Herald
reported this morning that of the 15 elec-
tions in Haiti since World War I1, only two
were free of fraud or chaos that would
have discredited them.

Economic News

WTO Rules Against European
Ban on GMO Imports

The World Trade Organization (WTO)
ruled Tuesday that the European Union
and six member states violated WTO rules
when they barred entry of genetically
modified, or GMO, crops and foods,
diplomats said, according to Reuters. The
WTO said the EU broke trade rules by
applying a moratorium on GMO imports
from 1998 to 2004, and that safeguard
measures by France, Germany, Austria,
Italy, Luxembourg and Greece, were also
illegal. The ruling was a victory for the
United States, Canada, and Argentina,
which brought the case and hope to export
more GMO products to Europe. US farm-
ers say the six-year EU moratorium cost
them some $300 million a year in lost sales
of GMO crops, such as corn, cotton, and
soybeans. Popular opposition to GMO
foods in Europe, where they are often
called "Frankenstein foods," is estimated at
70 percent, according to Reuters.

Company News

Petroecuador Halts Oil Exports After
Protesters Seize Pumping Station

Petroecuador, Ecuador's state-owned oil
company, suspended oil exports on
Tuesday after hundreds of protesters
invaded a pumping station, Reuters
reported. Petroecuador declared "force
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majeure” and shut down its 380,000 bar-
rels-per-day  Sote Trans-Ecuadorean
pipeline, which transports all of Ecuador's
oil production, after protesters barricaded
themselves in the station, located some
100 miles southeast of the capital, Quito.
"We will stay here until the government
answers our demands,” Angel Villacis, a
spokesman for the protesters, was quoted
as saying. "This concerns all Ecuadoreans.
The protesters are demanding the govern-
ment abandon free trade talks with the
United States and expel US oil company
Occidental Petroleum, which officials
accuse of illegally transferring an oil block
to another company. Occidental, which
produces about 100,000 barrels per day of
oil in Ecuador, denies doing anything
wrong. Last August, protesters demanding
a greater share of Ecuador's oil wealth
brought production by Petroecuador to a
virtual halt for several days after dynamit-
ing pipelines and vandalizing pump
equipment, helping to drive world oil
prices to record highs. The protesters
agreed to end the attacks only after foreign
oil companies, including Occidental,
agreed to invest in roads and other proj-
ects. Crude oil prices appeared unaffected
by yesterday's events in Ecuador, as US oil
inventory data to be released today is
expected to show an increase in stockpiles,
the Associated Press reported. Ecuador is
Latin America's fifth-largest oil producer.
More than half of its exports go to the
United States.

America Movil Posts $3.0 Billion
Annual Profit for 2005

Regional mobile giant America Movil on
Tuesday reported a 31.641 billion-peso
($US 3.0 billion) net profit for 2005, up
85.4 percent from the previous year amid
continued impressive growth in sub-
scribers. In a press release, the Mexico-
based company said it added 32.2 billion
subscribers during the year, with nearly a
quarter of that growth in Colombia,
where it added 8.0 million subscribers.
"None of our operations have ever added
so many subscribers in a year as Colombia
did in 2005," the company said. America
Movil—owned by Mexican billionaire
Carlos Slim, Latin America's richest
man—ended the year with 87.2 million

Copyright © 2006, Inter-American Dialogue

Wednesday, February 8, 2006

Subscriber Notice

One-Day Conference

Toward a New Investment Regime in Latin America:
What Investors Need to Know

with panel discussions on

Investor Considerations for Corporate Decision-Makers
A Look at Opportunities in 2006
The Investor’s Strategic Assessment Plan
What to do When there is a Problem
What Investors Should Know From the Arbitrators' Perspective

Sponsored by Washington, DC-based Miller ¢ Chevalier
and London-based Cameron May

Friday, February 24, 2006
8:30 AM-6:00 PM
Biltmore Hotel
1200 Anastasia Ave., Miami/Coral Gables, FL

For more information, contact:
Deborah Schwartz
(301) 897-8838
dschwartz@mediarelationsinc.com

total mobile subscribers and 2.0 million
fixed-line customers in 13 Latin American
countries. That would appear to put it
ahead of its main rival in the region,
Spain's Telefonica Moviles, which had
65.4 million subscribers in 13 Latin
American countries as of September of

America Movil Earnings
2005 vs. 2004 (millions of Mex. pesos)

2005 2004
Revenues 182,153 139,234
Costs & Expenses 127,013 95,744
EBITDA 55,140 43,490
Operating Profit 33,696 24,276
Net Income (Loss) | 31,641 17,063

Source: America Movil.

last year. Telefonica Moviles is scheduled
to report its year-end 2005 earnings on
February 28, according to Bloomberg
News. America Movil said its revenues
rose 30.8 percent last year to 182.2 billion
pesos, driven by a strong fourth quarter,
when revenues totaled 52.4 billion pesos.
In the fourth-quarter alone, the company
posted net income of 14.438 billion pesos,
nearly nine times its profit for the same
period of 2004, as it benefited from a one-
time tax reduction of 8.6 billion pesos,
according to Bloomberg News. America
Movil said its net debt grew by 12 billion
pesos during the year to end at 55.8 billion
pesos. It said it invested 38.7 billion pesos
in 2005, while spending 10.8 billion pesos
to acquire controlling stakes in mobile
operators in Chile, Paraguay, and Peru.
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2006 remains positive. Commodity
prices for key exports like copper and
gold are expected to remain strong
through the year, sustained by ongoing
Chinese demand. In addition, as the
Camisea gas project continues to devel-
op, oil and gas exports will grow. Final
approval and implementation of the US-
Peru free trade agreement should also
lead to increased FDI, further stimulat-
ing the economy. The April elections are
the main cloud on the horizon. The rise
in popularity of Ollanta Humala has
many observers concerned, as his
embrace by Chavez has clarified his posi-
tion on the Chavez-to-Lula continuum
of leftist presidents. While he has recent-
ly tried to distance himself from his own
and his family's more extreme positions,
he still pledges to 'refound’ Peru, among
other worrisome ideas."

Guest Comment: Carlos

Janada: "January's inflation

rate was higher than expected

because of one-time and sea-
sonality factors. The price of chicken,
which had declined considerably in
November (because of the impact of
Avian flu on consumption), recovered
subsequently in December and January,
explaining more than half of January's
inflation rate. Vegetable prices (includ-
ing potatoes) grew strong because of sea-
sonality factors, explaining nearly half of
January's CPI increase. Nonetheless,
with inflation at 1.9 percent year-over-
year, it is within the Central Bank's target
band of 1.5 to 3.5 percent. Furthermore,
core inflation through January was only
at 0.7 percent year-over-year. Inflation
remains under control and should not be
a source of concern, at least for the time
being. The economy expanded 6.3 per-
cent in 2005, and since growth prospects
for the global economy remain favorable
(perhaps just a marginal decline in 2006
compared to 2005), commodity prices
should stay high, and this in turn should
help Peruvian growth in 2006. Besides, as
the employment situation has improved
in Peru, growth of domestic demand has
been increasing and should also support
a high level of economic activity this

Copyright © 2006, Inter-American Dialogue

year. The economy will expand perhaps
5.0 percent in 2006. An important source
of risk, aside from a sudden decline of
commodity prices, is the outcome of the
April presidential elections and its
potential impact on investment deci-
sions."

Guest Comment: Bertrand

Delgado: "We are expecting

some deceleration in 2006. We

are expecting 5 percent year-
over-year growth on domestic demand,
but also on the external sector. We
believe consumption and investment are
going to remain strong, especially during
the first half of the year. The political
volatility to some extent will affect
investment also during the first half, but
I believe the sentiment currently is that
the market-friendly candidate is going to
win the election. But political volatility
in Peru is currently high. In terms of the
external sector, we believe that global
demand also is going to decelerate; how-
ever, exports are going to grow strongly,
and imports are also going to be sustain-
able with economic growth of five per-
cent. We expect 2.5 percent year-over-
year inflation for 2006. The 0.50 percent
that we saw in December doesn't mean
that inflation now is out of control by
any means. That was a particular event;
however, we expect that agricultural
prices could remain volatile during the
first quarter. [But] inflation expectations
are not a concern at this moment.
Inflation has been responding fairly well,
although economic growth has been
very strong for the past year."

Sebastian Briozzo is Director of Latin
America Sovereign Ratings at Standard
and Poor's.

Jonathon Flott is a member of the
Advisor board and an Economist for
Latin America, Africa, Middle East at
General Motors Corporation.

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

Bertrand Delgado is an Economist for
Latin America Research at IDEAglobal.
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