
QChilean President Michelle
Bachelet faced the first major
challenge in her three-month-old
government last week when hun-

dreds of thousands of high school students
staged protests and occupations of
schools nationwide to demand greater
parity in the quality of education through-
out the country. How do you see Bachelet
resolving her first crisis? What reforms
should be made to secondary education?

AGuest Comment: Patricio Navia:
"High school students have given
Bachelet the first important les-
son of her presidency. During her

campaign, Bachelet promised that she
would work to reduce the profound
inequalities that characterize Chilean soci-
ety. She also repeatedly stated that she
would promote more participation among
citizens. Her 'new way of doing politics'
would include the promotion of a bottom-
up approach in the policy-making process.
Now that she has been in power for almost
three months, her first major crisis has
resulted from an increased level of partici-
pation among young people who are not
even old enough to vote. Not surprisingly,
the students are demanding improvements
in the quality of education so that
Bachelet's promise of reducing inequality
can be realized. Because you have to be
careful what you wish for, Bachelet now has
to deal with a high level of expectations
resulting from the government's late and
ineffective handling of the crisis. After the

government agreed to most of the
demands put forth by the students, hoping
to both reduce the tensions in the streets
and regain control of the political agenda,
the Bachelet administration must prepare
for other groups to bring their own
demands forward. Given the precedent that
taking to the streets helps produce immedi-
ate solutions, other groups whose demands
have been ignored will also try their luck in
street protests. The Chilean government's
fiscal discipline has helped Chile run a
huge fiscal surplus, but the Bachelet
administration will have to show its ability
to control popular demands for more

Inside This Issue

Bernard Aronson
Managing Partner,
ACON Investments LLC

Diego Arria
Director, 
Columbus Group

Genaro Arriagada
Board Member, Banco
del Estado de Chile

Joyce Chang
Global Head of
Emerging Markets
Research, J.P. Morgan
Chase & Co.

Adrian Cruz
Founder and Senior
Partner,
Crisis Simulations
International, LLC

W. Bowman Cutter
Partner, 
E.M. Warburg 
Pincus

Rui da Costa
Managing Director,
Latin America & the
Caribbean,
Hewlett-Packard Co.

Dirk Donath
Managing Director,
Eton Park Capital
Management

Jonathon Flott
Senior Economist for
Latin America, Africa
and the Middle East,
General Motors

Wallace Gardner
Vice President,
Worldwide Sales,
Chubb & Son

Michael Gavin
Head of Latin 
America Econ.
Research, UBS

George W. Grayson
Professor of Govt., 
The College of 
William & Mary

Peter Hakim
President, 
Inter-American
Dialogue

Donna Hrinak
Director for Corporate
and Govt. Affairs,
Kraft Foods Inc. 

Jon Huenemann
Principal,
International
Department,
Miller & Chevalier

James R. Jones
Co-chair,
Manatt Jones
Global Strategies LLC

Nicolás Mariscal
Chairman,
Grupo Marhnos

Juan Felipe Munoz
President,
The Otun Group

Thomas F. 
McLarty III
President, 
Kissinger McLarty
Associates

Beatrice Rangel   
President & CEO,
AMLA Consulting

José Antonio Ríos
International President, 
Global Crossing

Andrés Rozental 
President,
Mexican Council on
Foreign Relations

Everett Santos 
CEO, Emerging
Markets 
Partnership

Roger Scher
Head of Latin
American 
Sovereign Ratings, 
Fitch Ratings

Tony Smith
Senior Counsel,
Schmeltzer, Aptaker 
& Shepard

BOARD OF ADVISORS

Copyright © 2006, Inter-American Dialogue Page 1 of 4

Friday, June 9, 2006

FFEEAATTUURREEDD QQ&&AA: How Will Chilean President
Michelle Bachelet Resolve Her First Crisis? .....11

Bachelet Meets with Bush at White 
House, Hails Good Relations with US.................22

Calderon Says as President he
Would Counter Chavez in Region ........................22

Entel Selling Stake in Central 
American Unit for $16.5 Million............................22

Employee Group Bids $449 Million 
for Bankrupt Brazilian Airline Varig ....................33

Capitol Hill Watch: A Weekly Look at US
Congressional Activity on Latin America...........33

Featured Q&A With Our Board of Advisors

PHOTO OF THE DAY

Continued on page 4

Chilean President Michelle Bachelet met
with US President George W. Bush at the
White House on Thursday. See story on
page 2.

Photo: White Hosue.



Political News

Bachelet Meets with Bush at White
House, Hails Good Relations with US

Chilean President Michelle Bachelet met
with US President George W. Bush at the
White House on Thursday as part of the
Chilean leader's four-day trip to the US
and Caribbean. In comments to reporters,
the Chilean president praised the good
trade relationship her country enjoys with
the US and the shared goals of social jus-
tice, education and health. "We want to
integrate more in the region," Bachelet
said. "We want to continue developing the
best relationships with the United States."
Bachelet did not say whether Chile will
support the US' favored choice of
Guatemala for a United Nations Security
Council seat, the Associated Press report-

ed. The Bush administration has sought
support in Latin America for Guatemala's
bid in order to thwart Venezuela's candi-
dacy for a Council seat. Mexico has said it
will vote for Guatemala, while Venezuela
has support from Brazil and Argentina.
Bachelet said that Bush did not pressure
her to support Guatemala during their
meeting, according to Reuters. After meet-
ing with Bush, Bachelet went to Capitol
Hill, where she met with several lawmak-
ers, including Senate Foreign Relations
Committee Chairman Richard Lugar. She
also met with Organization of American
States Secretary General Jose Miguel
Insulza. Bachelet's next stops are Jamaica,
Haiti—where Chile has 650 troops partic-
ipating in a UN peacekeeping mission—
and the Dominican Republic. In other
Chilean news, the Associated Press report-
ed that student protests showed signs of
easing on Thursday, as tens of thousands
of high school students began returning to
their classrooms after weeks of protests to
demand equity and better quality in edu-

cation. The protests, which posed the
greatest challenge yet to Bachelet's three
month-old government, are subsiding
after Bachelet's agreement with several of
the students' demands.

Calderon Says as President he
Would Counter Chavez in Region

Mexican presidential candidate Felipe
Calderon said Thursday that if he is elect-
ed on July 2 Mexico would play a more
active role in Latin America and would
work to counter the influence in the
region of Venezuelan President Hugo
Chavez, Reuters reported. "It wouldn't
have to be a leadership in confrontation
with Chavez but of course we wouldn't
have to ask permission from Chavez or
anyone else to carry out our foreign poli-
cy," Calderon was quoted as saying. In his
campaign, Calderon, from the conserva-

tive PAN party, has sought to link his main
opponent, Andres Manuel Lopez Obrador
of the leftist PRD party, with Chavez. In
Peru, Chavez's open support for national-
ist candidate Ollanta Humala and his
attacks against Alan Garcia are believed to
have  been important factors leading to
Garcia's ultimate victory in Sunday's pres-
idential election. Earlier this year, the PAN
complained to electoral authorities that
Venezuela was supporting Lopez Obrador,
and perhaps even helping finance his cam-
paign, although the PAN has not provided
evidence to support its accusations.
According to recent polls, Calderon and
Lopez Obrador are in a statistical dead
heat ahead of the July 2 vote.

Company News

Entel Selling Stake in Central
American Unit for $16.5 Million

Chilean telecommunications company
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Calderon Denies Helping Relative
Win Government Contracts

The head of Mexican presidential
candidate Felipe Calderon's cam-
paign denied Thursday that
Calderon helped a computer systems
company owned by a brother-in-law
win government contracts when
Calderon was energy minister,
Bloomberg News reported. Andres
Manuel Lopez Obrador, with whom
Calderon is running neck-and-neck
ahead of the July 2 vote, accused
Calderon during a televised debate
on Monday of helping his brother-
in-law's company, Hildebrando, of
winning contracts from state-owned
firms and not paying taxes on rev-
enues from the contracts. The com-
pany denies any wrongdoing.

Mexican Consumer Prices 
Declined 0.45 Percent in May

Mexican consumer prices fell 0.45
percent in May, led by declines in
the cost of food and energy, the cen-
tral bank said Thursday, according
to Reuters. The slightly higher-than-
expected decline pushed annualized
inflation down from 3.2 percent in
April to 3.0 percent, in the middle of
the bank's target range of 2-4 per-
cent for 2006. Core inflation, which
does not include food and energy
prices, rose 0.15 percent in May,
higher than expected.

IBGE: Brazil Inflation Slowed 
to 0.10 Percent in May

Consumer prices in Brazil rose just
0.10 percent in May, government
statistics agency IBGE announced
Thursday. May inflation, less than
the 0.21 percent increase recorded in
April, brought annual inflation in
Brazil down from 4.63 percent to
4.23 percent. The biggest reason for
May's inflation slowdown was an
11.06 percent drop in the per liter
price of fuel alcohol, IBGE said.

“ We want to continue developing the best 

relationships with the United States.”
– Michelle Bachelet



Entel said Thursday it was selling its con-
trolling stake in its Central American unit
for $16.5 million. In a letter to Chile's
stock market superintendency, Entel
General Manager Richard Buchi said the
company was selling its 78.65 percent
stake in Americatel Centroamerica—
which offers international long-distance
service, private networks for businesses,
and Internet access in El Salvador,
Honduras, and Guatemala—to Iselo
Holding B.V.I. "As a result of this transac-
tion, the company no longer has a stake in
the various Central American countries in
which it had operations," Buchi wrote.
The company will record a $7.2 million
loss on its books because of the share sale.
News of the sale comes three months after
Entel announced in March it was selling
its 80 percent stake in Americatel USA to
US private investment group Platinum
Equity for $54 million. Entel still has sub-
sidiaries in Peru and Venezuela. In April,
Entel reported a first-quarter profit of $45
million. The company is the second-
largest mobile operator in Chile, where it
also offers long-distance, Internet, and
data services.

Employee Group Bids $449 Million
for Bankrupt Brazilian Airline Varig

A group of employees of bankrupt
Brazilian airline Varig on Thursday
offered to buy the company for $449 mil-
lion, Reuters reported. The employee
group, known as TGV, was the only bidder
in the second round of a public auction
after TGV and four other bidders—
including rival Brazilian airlines TAM,
Gol, and Ocean Air—failed to offer the
minimum asking price of $860 million in
the first round. The judge overseeing
Varig's bankruptcy proceedings, Luiz
Roberto Ayoub, had 24 hours to evaluate
TGV's offer. At a news conference after the
auction, Ayoub would not comment on
the merit of the offer but said even if it
were rejected, Varig would not necessarily
be forced into liquidation, according to
Reuters. Ayoub ruled out holding another
auction. If TGV's bid is accepted, it would
get Varig's international and domestic
routes, as well as its fleet, which includes
47 planes in operation and 13 that are
grounded for lack of maintenance.

Page 3 of 4Copyright © 2006, Inter-American Dialogue

IInntteerr-AAmmeerriiccaann DDiiaalloogguuee’’ss LLaattiinn AAmmeerriiccaa AAddvviissoorr FFrriiddaayy,, JJuunnee 99,, 22000066

Capitol Hill Watch
A weekly look at US congressional activity on Latin America

Becerra: Chances of Passing Immigration Reform Bill Are 40 Percent

The current Congress is not prepared to accept the political ramifications of an
immigration reform bill that allows as many as 10 million illegal immigrants to
stay in the US, Rep. Xavier Becerra (D-CA) said Wednesday. Speaking at the Inter-
American Dialogue, Becerra estimated a 40 percent chance that any immigration
reform legislation would pass and warned that passage would become increas-
ingly difficult closer to November elections. Becerra stressed that the only way to
get "good" immigration reform passed is to keep the pressure on Congress and
the Bush administration through sustained public mobilization in favor of
reform. Members of the Congressional Hispanic Caucus, of which Becerra is a
member, aim to demonstrate the political influence of the Hispanic and newly
naturalized citizen vote on July 1 during a "National Day of Citizenship" for voter
registration and political mobilization. While House Democrats are united
behind a Senate compromise bill passed late last month and a significant minor-
ity in the House supports such comprehensive reform, Becerra said a "band" of
30 to 40 Republicans are "willing to torch" party unity over the immigration
reform issue. Becerra noted that an internal debate within the Republican party
was responsible for the delay in naming House conferees to negotiate a final bill
with the Senate.

Venezuela Repressing Pro-Democracy NGOs—Lugar

Venezuela is among several countries that are launching a "counteroffensive"
against pro-democracy NGOs, Senate Foreign Relations Committee Chairman
Richard Lugar (R-IN) said Thursday. In prepared opening remarks for a
Committee hearing on the role of NGOs in promoting democracy, Lugar said he
was made aware of a crackdown on pro-democracy NGOs in
Venezuela after meeting last year with Maria Corina Machado,
the founder of civil society group Sumate. Lugar said Machado
has been charged with treason by the government of President
Hugo Chavez for receiving a grant from the National
Endowment for Democracy (NED), a congressionally funded
US NGO that some foreign governments accuse of trying to
undermine them. "Unfortunately, authorities in Russia,
Venezuela, and other nations have been able to persuade many
of their citizens that the work of these NGOs is a form of
American interventionism and that opposition to the groups is a reaffirmation of
sovereignty," Lugar stated. In a report presented to the Foreign Relations
Committee during Thursday's hearing, the NED said the Venezuelan government
is intimidating pro-democracy NGOs through harassment and the threat of
financial and tax audits.

Senate Foreign Relations Committee to Hold Hearing on Uruguay BIT

The Senate Foreign Relations Committee will hold a hearing on Monday, June 12,
to review the US-Uruguay Bilateral Investment Treaty (BIT). The Treaty, con-
cluded in September 2004, is aimed at increasing trade through a series of rules
protecting bilateral investments. Scheduled to testify before the Committee is US
Assistant Secretary of State for Economic and Business Affairs Daniel Sullivan.
The hearing will take place at 3 pm in Room 419 of the Dirksen Senate Office
Building.

Lugar
Photo: Office of Sen.
Richard Lugar.



spending. It is infinitely more difficult to
be fiscally disciplined when you have a
surplus than when you have a deficit.
But if Bachelet fails to show fiscal disci-
pline, Chile's strong economic perform-
ance of recent years will suffer. She has to
find a balance between fiscal discipline
and additional effective and much need-
ed social spending. This crisis constitutes
her first opportunity to show she can do
precisely that."

AGuest Comment: Marcela
Gajardo:  "The political situa-
tion created by the high school
student movement caused a

public debate about the profound gaps
in equity and the segmentation in the
Chilean educational system. A pending
debt is difficult to settle. It is not a mys-
tery to anyone that the Chilean educa-
tional system, under its current struc-
ture, accentuates inequalities instead of
lessening them. The students realized the
situation, demanding the repeal by the
government of the Organic
Constitutional Teaching Law (LOCE)—
and therefore the institutional founda-
tions that support the school system—
the overhaul of the Complete Schoolday
program because it contributes little or
nothing to the improvement of the qual-
ity of teaching, the adoption of measures
to compensate for inequalities of back-
ground, and the expansion of study
opportunities to the poorest. With
regard to the latter, they asked for free
public transport for primary and high
school students and free university
entrance exams. The crisis exploded in
the hands of the presidency, exposing the
low capacity for negotiation among min-
isterial authorities and their little credi-
bility with students. The response of the
presidency to the student movement is a
reasonable solution to the immediate
demands and includes a package of $137
million to cover the costs of free public
transport and university entrance exams
to the four poorest quintiles, and the cre-
ation of a presidential advisory council
made up of 74 people representing
broad national sectors. It will be this
council's task to review the LOCE and

the Complete Schoolday program and
propose important solutions to achieve
the objectives of improving equity, qual-
ity, and efficiency in the school system. I
hope it rescues some achievements
obtained in 16 years of sustained invest-
ment in decentralizing the management
of the system, makes the results of learn-
ing equal, offers quality education for all,
and invests more and better in students
with less social capital."

AGuest Comment: Carlos
Huneeus: "The student
protests express the demands
for better quality and equity in

education. These demands are also justi-
fied in other areas, such as universities
and the welfare system. It is a sectoral
conflict, but with much wider repercus-
sions. President Bachelet has confronted
this challenge well, considering the
breadth of the demands and the hetero-
geneity of the school movement. In addi-
tion, she is beginning her government
and needs time to understand the reach-
es of the resources of power. That is why
she probably did not see in time the
magnitude of the sympathy the move-
ment generated in the country.
Education reform is a big task and
requires profound changes. For example,
regulatory and control mechanisms for
private schools must be established to
regulate the conflicts of interest between
economic profit sought by owners and
the demands of high academic quality
expected by the state upon providing
them with subsidies."

Patricio Navia is a Professor of Political
Science at Universidad Diego Portales in
Chile.

Marcela Gajardo is Co-director of the
Partnership for Educational
Revitalization in the Americas (PREAL).

Carlos Huneeus is Director of the Center
for the Study of Contemporary Reality in
Chile.
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