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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

Venezuela on Saturday received

a shipment of 30,000 Kalashnikov

rifles from Russia as part of what

the Chavez government says is an
effort to modernize its military. Do
Venezuela's military purchases threaten
stability in the region, as Washington
claims? What capability does Venezuela
have to project its military?

Guest Comment: Bernardo

Alvarez: "Venezuela is in the

process of modernizing its mili-

tary forces, a project focused
around allowing the country to better pro-
tect its borders and defend its people. At
the heart of the modernization plan—
which is long overdue—is the purchase of
personal weapons, transport planes, and
patrol boats from Russia, Brazil, and Spain.
This plan does not threaten regional stabil-
ity, as the Bush administration has face-
tiously claimed. If anything, it seeks to pro-
mote stability along the Venezuelan-
Colombian border and in the country's
coastal waters by preventing traffickers and
criminals from operating in and around
Venezuela. In early May, Colombian
Foreign Minister Carolina Barco verified
that her government saw no threat in the
purchases, calling them a 'closed issue." A
number of defense analysts have said the
same, including Tom Baranauskas, a Latin
America analyst at Forecast International
Inc., who noted that 'what's being procured
right now isn't offensive.' The Bush admin-
istration has chosen to focus on

Inside This Issue

Venezuela's military spending for reasons
that are entirely political and represent a
continuation of their attempts to isolate
and discredit the government of President
Hugo Chavez. Interestingly, Venezuela
actually spends less on its military than
some of its regional neighbors—Caracas
put in $1.4 billion in 2005 while Argentina
spent $1.7 billion, Mexico $3.1 billion,
Chile $3.8 billion and Brazil $13.2 billion."

Guest  Comment: Gabriel
Marcella: "Venezuela has little
capacity to project conventional

military power and some of its
equipment needs modernization. The pur-
chase of some 100,000 Kalashnikovs,
scheduled to arrive in three installments
Continued on page 4
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US President George W. Bush wel-
comed Honduran President Manuel
Zelaya to the White House on Monday.
See related news brief on page 2.

Photo: White House.
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US, Honduran Leaders Meet
to Talk Immigration, Trade

Honduran President Manuel Zelaya
met with counterpart George W.
Bush Monday in Washington, where
conversations focused mainly on
immigration and trade. "I assured
him that my administration sup-
ports a comprehensive immigration
bill that treats people with respect,
and at the same time upholds our
laws," Bush told reporters. Zelaya,
who took office in January, has been
considered an ally of the US in the
region.

Banco do Brasil Announces
Secondary Share Offering

State-owned Banco do Brasil, Latin
America's largest bank, announced
Monday it would hold a secondary
share offering on June 28 to boost
share liquidity and attract a wider
pool of investors, Reuters reported.
Banco do Brasil said it would offer
up to 52.36 million voting shares to
domestic and foreign investors. The
offering follows a recent change in
legislation raising the limit on for-
eign ownership in Banco do Brasil
to 12.5 percent of its total capital
from 5.6 percent. Foreign investors
currently hold 3.4 percent of the
bank's shares.

Peru Copper Names Thomas
White as Vice President

Vancouver-based Peru Copper on
Monday named Thomas G. White as
vice president of development.
White will be responsible for all
technical studies related to the com-
pany's exploration of its Toromocho
Project in Peru. Earlier this year,
Peru Copper said that the
Toromocho mineral project had a
net present value of $922 million.
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Political News

Zoellick Warns Latin America
Against Dangers of Populism

US Deputy Secretary of State Robert
Zoellick on Monday warned the nations of
the Hemisphere not to follow the "pied
pipers of populism," a thinly veiled refer-
ence to the government of Venezuelan
President Hugo Chavez. "The pied pipers
of populism will only lead people back-
wards, while globalization and the rest of
the world looks ahead," Zoellick told the
36th annual General Assembly meeting of
the Organization of American States in the
Dominican Republic, according to
Reuters. "The divide we now face is not
between left and right, but between
democrats and authoritarians, whether or
not elected." Zoellick also called on the

expressing regret that discussion of the
dispute had distracted from other issues,
according to the Herald. Venezuela did get
a boost on Monday when Brazil said it
would back Venezuela's bid for seat on the
United Nations Security Council starting
in January. The USis secking to block
Venezuela's bid, and is backing Guatemala
for the opportunity to represent the region
on the Council.

Street Protests by High School
Students Continue in Chile

Protesting high school students and their
supporters clashed once again with police
in Chile on Monday, as the students
increased their demands and said govern-
ment concessions did not go far enough,
the Associated Press reported. Police said
262 people were detained and 23 police
officers and five journalists were injured

€ The divide we now face is not between left and right, but between

democrats and authoritarians, whether or not electe

OAS to support Peru in its diplomatic dis-
pute with Venezuela. Since the three-day
meeting started on Sunday, Peruvian
Foreign Minister Oscar Maurtua has spo-
ken out against what he called Chavez's
interference in Peru's presidential election.
Chavez openly supported the loser in
Sunday's election, Ollanta Humala, and in
April said Venezuela would sever ties with
Peru if Alan Garcia, the winner of
Sunday's vote, was elected. The OAS
General Assembly is reportedly consider-
ing issuing a resolution condemning for-
eign meddling in internal affairs, without
naming countries, according to The
Miami Herald. Relishing the criticism of
Venezuela at the OAS, Zoellick told
reporters that "Chavez has overplayed his
hand and people in the region are recog-
nizing it," according to Reuters. However,
Zoellick noted that Chavez "still has a lot
of oil money and a lot of influence."
Venezuelan  Foreign  Minister  Ali
Rodriguez defended his country, saying
Peru's claims were "distorted," and

d. b )

— Robert Zoellick

during the clashes, as masked demonstra-
tors threw rocks at police and looted
stores, while police fought back with tear
gas and water cannons. The three week-
old protests by high school students
demanding greater investment and equal-
ity in Chile's secondary school system is
also now being backed by college students
and labor groups. In addition, workers
from the education ministry have joined
the protests, forcing the ministry to shut
down. The protests have posed the biggest
challenge yet to the three month-old gov-
ernment of Socialist President Michelle
Bachelet. Last week, Bachelet offered sev-
eral concessions aimed at ending the
protests, including a promise of reforms to
give the national government greater
responsibility for public schools, which
under a 1990 law passed in the last days of
ex-dictator Augusto Pinochet's regime lies
with local communities. Students, howev-
er, say the concessions are not enough, and
are demanding they be allowed to partici-
pate in drafting reforms. Bachelet said
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Monday she would make no further con-
cessions and said the continuing protests
were not necessary. [Editor's note: look for
Q&A on the student protests in Chile in
this Friday's issue of the Advisor.]

Economic News

Bernanke Comments on Inflation
Send Latin Markets Tumbling

Stock markets in Latin America fell
sharply on Monday after US Federal
Reserve Chairman Ben Bernanke suggest-
ed the US would continue raising interest
rates, Reuters reported. In Brazil, the
Bovespa index plunged 3.17 percent to
end at 36,739.8 points in a broad-based
sell-off, following three straight days of
gains. In addition, Mexico's benchmark
IPC index tumbled 2.4 percent to end at
18,954.92 points, while Argentina's
MerVal index fell 2.5 percent to 1,650.84
points. The declines all followed the
toughest comments yet on the risks of
inflation by Bernanke, who called recent,
higher-than-expected increases in core
goods and services "unwelcome develop-
ments," signaling that
the Fed is likely to raise
interest rates for a 17th
time in two years when
its policy-making com-
mittee meets June 28-
29. Higher interest rates
in the US make US
Treasuries more attrac-
tive relative to investments in Latin
America and other emerging markets.
Elsewhere in Latin America, Chile's IPSA
blue-chip index fell 0.12 percent to 2,160
points after the government released
lower-than-expected economic growth
data for April. Bucking yesterday's trend
for stock markets in the region, Peru's
Lima General stock index rose 0.7 percent
to 7750.74 in volatile trading, Bloomberg
News reported. The increase followed
market favorite Alan Garcia's victory in
Peru's presidential election on Sunday.

Bernanke
Photo: US Fed.

Fitch Upgrades Debt Rating
for Colombia to "Positive"

Fitch Ratings on Monday raised its out-
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The Dialogue Continues

A continuation of the June 5, 2006 Q&A

With high prices for copper,

gold, oil, and other commodi-

ties, the pressure is on for nat-

ural resource extraction com-
panies to exploit new finds. Is the cli-
mate in Latin America today conducive
to environmentally responsible natural
resource extraction? Are governments
and businesses invested in the region
doing a good job of balancing environ-
mental stewardship and economic
development?

Guest Comment: Manuel

Glave: "Higher prices put pres-

sure on any supplier, in partic-

ular those involved in the pro-
duction of commodities that incur high-
risk investments. The current 'boom" of
mineral and hydrocarbons prices is not
an exception, and throughout the world
we witness various efforts to increase
exploration activities, even in fragile
ecosystems like the ones of Alaska and
the tropical rainforests of the Amazon.
On the other hand, public environmen-
tal management systems as well as pri-
vate corporate environmental and social
policies have been introducing new
management tools that have clearly
enhanced their capacity to mitigate

look for Colombia's debt, citing improve-
ments in the Andean nation's debt picture
and reduced vulnerability to external
shocks. In a press release, Fitch said it
revised from "negative" to "positive" the
outlook for Colombia's long-term foreign
currency  issuer  default  rating.
"Authorities have taken advantage of a
favorable external environment to reduce
the vulnerability of public debt to
exchange rate risk, repaying external debt
and raising the proportion owed in local
currency to 69 percent while maintaining
a relatively long five-year average maturity
primarily at fixed rates,' Morgan Harting,
Fitch's lead sovereign analyst for
Colombia, was quoted as saying. Harting
said President Alvaro Uribe had made

social and environmental impacts of
extractive industries, although they are
still in the midst of a learning curve. The
question is if the recent boom catches
both governments and private corpora-
tions at a point in their learning curve
where they can avoid any over-exploita-
tion of the base of natural resources
while at the same time continue improv-
ing their compliance process with
respect to prior information standards
with local peoples. This is true for any
commodity-producing country and/or
corporation. Although I believe that
recent political changes in Latin America
are not necessarily changing the slope of
the learning curve of public environ-
mental management systems in the
region, we cannot overlook higher
enforcement costs of public manage-
ment systems in some Latin American
countries (in particular in the Andean
region)."

Manuel Glave is a Senior Researcher at
the Group of Analysis for Development
(GRADE) in Peru.

inroads toward containing public debt
growth, and that following his election on
May 28 to a second four-year term and
legislative elections in March that gave his
party a majority in Colombia's Congress,
he "now has a strong mandate and a sec-
ond term should [bode] well for econom-
ic growth and fiscal management." Fitch
said debt could be further reduced
through congressional passage of a free
trade agreement with the US, tax reform,
and an extension of caps on transfers to
local and regional governments, all of
which are expected to taken up by law-
makers next month. Passage of the meas-
ures would push Colombia closer toward
an upgrade in its debt rating from "BB" to
"BB+," Fitch stated.
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Featured 0&A
Continued from page 1

this year, must be seen in the context of
Chavez's expansive ambitions in foreign
policy and his overall strategy of perma-
nent confrontation with the US. These
arms, to include the promised arrival of
high performance Sukhoi combat air-
craft, would not be a concern if Chavez
were willing to cooperate with the US
and other countries in the battle against
terrorism and narcotics trafficking, and
if he did not have security ties with Cuba
and Iran, and the cozy relationship with
the FARC. Moreover, it's difficult to see
what possible foreign threat the Sukhois
could meet. For these reasons
Washington halted the sale of replace-
ment parts for the Venezuelan air force.
Chavez's motives in this expensive game
are many. He wants to play a greater
regional and global role, weaken military
ties with the US, and develop flexible
options for the future. At the same time,
his political style requires portraying the
US as the enemy. Russian arms mer-
chants and others are only too happy to
compete for Venezuelan money."

Guest Comment: Javier

Corrales: "The Venezuelan case

brings to light a problem in the

Inter-American security sys-
tem: the lack of an acceptable protocol
for handling weapons modernization.
Venezuela, like all countries, has every
right to modernize its military. Sooner
or later, all Latin American countries will
undertake similar processes. The key
immediate problem is not the origin of
the weapons, but the fate of old
weapons. Venezuela is purchasing as
many as 100,000 new rifles. But it only
has 40,000 troops. What will happen to
the replaced and extra rifles? At the
moment, there is no hemispheric-wide
agreement on a procedure for upgrading
weapons without undermining the secu-
rity, both of neighboring countries and
citizens. Weapons modernization can
occur without shattering security, but
this requires taking verifiable steps to
prevent existing stocks of weapons from
remaining in use or ending in the wrong
hands (criminals, insurgents, interna-
tional markets, paramilitaries, corrupt

Copyright © 2006, Inter-American Dialogue

generals). International oversight of
these processes is necessary. The hemi-
spheric community should take this
opportunity to discuss how to improve
rules governing programs of weapons
modernization."

Board Comment: Diego Arria:

"The purchase threatens main-

ly the Venezuelans that oppose

the Chavez regime. The total
acquisition amounts to 100,000 rifles.
Venezuela does not have that number of
regular soldiers, but Chavez has
announced his decision to arm his polit-
ical party's growing militia. Venezuela
does not have any capacity whatsoever to
project its military outside of its borders.
It has not fought any battles since the
first decade of the 20th century—when
machetes were used—and in recent years
the military has been more engaged in
performing as the president's praetorian
guard and assuming important and
lucrative government positions than in
modernizing Venezuela's forces. In fact,
Venezuela is today the most militarized
government on the continent. It is
absurd to imagine that in a scenario of
modern warfare any serious military
officer could argue that they could
defend their territory with these rifles.
Only Venezuelan officers that have never
ever been close to an armed conflict
would make such a statement. But atten-
tion should be paid to the final destina-
tion of the weapons, as well as of those to
be replaced. In the recent past,
Colombian authorities have found
Venezuela army rifles in the FARC'S
hands."

Bernardo Alvarez is Venezuela's
Ambassador to the United States.

Gabriel Marcella is Director of Third
World Studies at the US Army War
College.

Javier Corrales is an Associate Professor
of Political Science at Amherst College.

Diego Arria is a a member of the Advisor
board, Director of the Columbus Group,
and a former Venezuelan Ambassador to
the United Nations.
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