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Featured Q&A With Our Board of Advisors

Mexico is becoming increasingly

anxious about its commitment to

end tariffs on imports of US corn

and beans in 2008 under the
North American Free Trade Agreement,
and the commitment has even become an
issue in the presidential campaign, with
Andres Manuel Lopez Obrador vowing not
to honor it if he is elected. Do you think the
next Mexican government will renege on
its NAFTA commitment with respect to US
corn and beans imports? If it does, what
effect would that have on NAFTA?

Guest Comment: Luis de la Calle:

"Activists have been quite suc-

cessful at painting the corn open-

ing under NAFTA as a threat to
Mexico's countryside and at obtaining gen-
erous government subsidies as a reward.
The truth is that Mexico has a corn deficit
and needs to import corn mostly as animal
feed and some for human consumption
regardless of NAFTA. Mexican corn pro-
duction is at is maximum of 20 million
metric tons, while consumption is close to
27 million. Options for government policy
are to restrict imports, increase corn prices
further (already 70 percent over US levels),
and import poultry and pork, or allow
duty-free imports of corn and produce
poultry and pork in the country. The
Mexican government has all along had the
trade instruments—tariffs or countervail-
ing duties—to prevent import growth.
However, it has consistently chosen not to
do it, as cheap corn is not only needed, but

Inside This Issue

welcome. The problem, rather, is that US
subsidies force Mexico to subsidize its own
producers, thus distracting precious
resources that could be allocated to health-
care or education. If, for political reasons,
Mexico failed to honor its NAFTA commit-
ments for corn, or the US for sugar, a
prompt retaliation would be the best possi-
ble measure to restore NAFTA's integrity."

Board Comment: Jon
Huenemann: "... There are com-

pelling reasons for Mexico to

avoid ignoring its NAFTA obliga-

tions. To do so would open a Pandora's box
of political energies that could lead to more
impediments to trade for both Mexico and
the US when global agriculture markets are
demanding more efficient production to be
successful. Furthermore, erecting barriers
Continued on page 4

PHOTO OF THE DAY

US Secretary of State Condoleezza
Rice on Monday announced the resig-
nation of Deputy Secretary of State
Robert Zoellick. See story on page 2.

Photo: State Department.
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Lula Calls Bush to Discuss
Global Trade Negotiations

Brazilian President Luiz Inacio Lula
da Silva on Monday called US
President George W. Bush to discuss
negotiations for a new global trade
agreement, said Frederick Jones,
spokesman for the White House
National Security Council, accord-
ing to Reuters. "President Lula of
Brazil called the president this
morning to discuss the status of the
WTO (World Trade Organization)
negotiations currently under way in
Geneva," Jones said. "The two presi-
dents expressed the importance of a
successful Doha round and noted
that their respective trade negotia-
tors had instructions to seek a com-
prehensive deal beneficial to all."

Unions Threaten Strike in Mexico

Unions for millions of Mexican
miners, university employees, and
telephone workers threatened Friday
to stage a nationwide strikes on June
28—four days before Mexico's presi-
dential election—to protest alleged
government interference in union
affairs, the Associated Press report-
ed. The four million strong National
Mining and Metal Workers Union
demands the government recognize
Napoleon Gomez Urrutia, whom
the government accuses of corrup-
tion, as its leader.

Dutch Insurance Firm Buys
Stake in Mexican Company

Dutch life insurance and pension
company Aegon announced
Monday that it had agreed to buy a
49 percent stake in Seguros Argos,
Mexico's seventh-largest life insur-
ance company. The transaction, the
terms of which were not disclosed, is
expected to close in the third quar-
ter after gaining final approval from
regulatory authorities, and is subject
to normal closing requirements.
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Political News

Lopez Obrador Pledges Economic
Responsibility, Stability

Mexican presidential candidate Andres
Manuel Lopez Obrador promised Monday
that if elected on July 2 he would manage
the country's economy responsibly and
preserve economic stability, Bloomberg
News reported. "We're going to manage
the economy with responsibility,” Lopez
Obrador, of the leftist Party of the
Democratic Revolution, was quoted as
saying during a speech to businessmen in
the northern industrial hub of Monterrey.
"We want, of course out of common sense,
to have macroeconomic stability." Lopez
Obrador is running neck-and-neck in
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time, telling reporters in May that he
would go back to Wall Street if passed up
for the Treasury secretary spot that was
given to Goldman Sachs CEO Henry
Paulson, according to the Financial Times.
As Rice's deputy and in his previous role
as US Trade Representative, Zoellick
helped to steer US policy toward Latin
America, working on the Central
American Free Trade Agreement and a
number of bilateral free trade negotia-
tions. Zoellick told a group of reporters at
last month’s general assembly meeting of
the Organization of American States that
he is proud that the US now has so many
free trade agreements "with countries that
represent two-thirds of the population of
this Hemisphere," and added that "we
don't want to stop with those two-thirds;

Cwe want, of course out of common sense,

to have macroeconomic stability. >

recent polls with Felipe Calderon of the
conservative governing National Action
Party. Calderon warns that the election of
Lopez Obrador, who is proposing ambi-
tious plans to help the poor, would spell
economic disaster for Mexico. However,
on Monday Lopez Obrador vowed not to
raise taxes, increase inflation, or enlarge
the national debt. Instead, he says he will
finance his plan with 100 billion pesos
($8.7 billion) saved by slashing govern-
ment corruption and waste and cutting
bureaucrats' salaries, instead of raising
taxes or borrowing, according to
Bloomberg News. "We're going to do more
with less," he said during a campaign rally.

Robert Zoellick Leaves US State
Department to Join Goldman Sachs

Robert Zoellick is stepping down from his
position as second-in-command at the US
State Department to join Goldman Sachs,
Secretary of State Condoleezza Rice
announced Monday. Zoellick, who has
been a key point man in Latin America for
the Bush administration, has made his
intentions of leaving known for some

- Andres Manuel Lopez ObradorA

we still have the vision of free trade
throughout the Hemisphere." Rice praised
Zoellick for his work in Latin America.
"Bob has helped our many partners in
Central and South America to tackle the
twin challenges of democracy and eco-
nomic development,” she said. Zoellick's
move to the investment bank is not unex-
pected; he has maintained close links with
Wall Street through board memberships at
financial firms and formerly worked at
Goldman Sachs as a senior international
executive.

Company News

Brazilian Judge Approves Sale of
Varig, but Requires Cash Deposit

A Brazilian judge on Monday approved
the sale of bankrupt airline Varig to the
airline's employee group, but said the
group would have to deposit $75 million
by Friday to confirm the purchase, Reuters
reported. Judge Luiz Roberto Ayoub said if
the employee group, NV Participacoes,
did not deposit the funds, Varig would be
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auctioned again. NV was the sole bidder
in a June 8 auction, offering $449 million
for Varig, well below the minimum price
of $860 million that was sought. Ayoub,
however, asked NV to prove it had the
funds to buy the airline and to clarify its
proposal to issue debentures to finance
part of the deal. NV says that the deben-
tures can be exchanged for cash. NV
President Marcio Marcillac said that if the
group is unable to deposit the funds by
Friday, it would seek a bridge loan from
Brazil's National Economic and Social
Development Bank. He added that today
he would attempt to negotiate the imple-
mentation of a contingency plan to keep
Varig flying with the airline's current
management. Varig, which declared bank-
ruptcy a year ago, has been struggling to
stave off collapse under the weight of
some 7 billion reais in debt. The 78-year-
old company, once Brazil's flagship airline,
has been forced to cancel some flights and
has risked having its planes grounded for
not paying airport fees. Varig has fallen
into debt in recent years while losing mar-
ket share to rival airlines, such as TAM and
the fast-growing Gol. Last week a New
York Bankruptcy Court judge extended
until June 21 an injunction blocking the
seizure of nearly 30 aircraft, rejecting
requests from the airline's creditors, which
include Boeing and General Electric,
according to Reuters.

Norway's Acergy Wins $245 Million
Offshore Pipeline Contract in Brazil

Norwegian offshore engineering and con-
struction group Acergy announced early
today that it was awarded a $245 million
contract by a subsidiary of US oil giant
Chevron to install a deepwater gas
pipeline in offshore Brazil. In a press
release, Acergy said it was awarded the
contract to build the 41-kilometer flexible
import/export pipeline for the the Frade
Field development located in Brazil's
northern Campos Basin. The pipeline will
be installed in depths of 100 to 1,200
meters, Acergy said. Installation is sched-
uled to take place next year, according to
the company. In February, Acergy said it
had received letters of intent from Brazil's
state-owned Petrobras for $300 million in
contract awards.
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By the Numbers: A Monthly Look at Latin American
Data by the Inter-American Dialogue's Claudio Loser

Mexican Economic Trends Forecast Calderon Electoral Victory

WASHINGTON—Recent predictions of Latin American elections
in this column have been far from accurate, but I will persist in my
_ attempts to link the possible outcome with what I believe are rele-
vant economic indicators, now for Mexico.

- While Mexico's July 2 election is a three-way race, there seems to
exist a statistical tie between leftist-populist Andres Manuel Lopez
] Obrador (AMLO) and market-friendly government party member
Felipe Calderon. In the most recent polls by EI Universal, Zogby International, and
GEA-ISA, Calderon is ahead of AMLO, while in polls by Reforma, Milenio, and
Consulta Mitofsky, the reverse is true.

I would suggest that Calderon is likely to win the election, but he still has serious obsta-
cles ahead. I base my judgment on the economic prospects for this year and next year,
and on consumer confidence, both linked to a significant extent to the performance of
the Fox administration.

The chart below shows, for the sake of consistency, only the poll numbers from El
Universal since January until June 12. The series includes only the voting intention for
AMLO and Calderon as the total universe, in order to focus on the frontrunners only.

The two economic indicators are the consumer confidence index and an indicator of
the consensus projections for economic growth for the period 2006-07 by Mexican
economic analysts, as reported by the Bank of Mexico. Both series are presented with
one month lag; e.g. the poll numbers for June are compared to the economic indica-
tors for May.

The economic growth indicator index has been revised upward on a sustained basis
since the beginning of the year. These trends are likely to have had a positive effect on
the candidacy of Mr. Calderon, to the detriment of AMLO. Consumer confidence also
is high, although in recent months it has weakened, and so has the support for
Calderon (even more so if you follow the Milenio results).

So my bet is that Calderon has very good prospects to become president. But this is
only an opinion. The decision is in the hands of the Mexican people.

Mexico: Voting Intentions & Economic Performance
60.0 T T 112

10 S
1 1 o
g 500 +108 3
S 400 1108 2.
2 +104
£ 300 + L @
= E
S 200 + -+ 100 =
2 +T98 o
100 + =
T9% 2

0.0 94

Jan Feb Mar Apr May June

———\/oting Intentions, Calderon ~==—=Voting Intentions, AMLO

Consumer Confidence = Ec.Growth prospects 2006-07
Source: El Universal, Banco de Mexico, and own estimates.

Claudio Loser is a Senior Fellow at the Inter-American Dialogue and former Head of the
Western Hemisphere Department at the International Monetary Fund.
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Featured 0&A
Continued from page 1

is unlikely to address the fundamental
competitiveness question surrounding
corn and bean production in Mexico
that would be better addressed with
domestic policy responses. In addition,
in agriculture alone the US was Mexico's
number one export market in 2005 with
$8.3 billion in exports, up 31 percent
from 2004, making Mexico the second-
largest agricultural supplier to the US. At
the same time, Mexico was the second-
largest US agricultural export market at
$9.3 billion in 2005, up 16 percent from
2004. Before unilaterally acting, one has
to consider whether the genie can be put
back in the bottle with so much at stake."

Guest Comment: Ed Gresser:

"A proposal to renegotiate the

corn and bean commitments

would presumably come up
after the inauguration of a new Mexican
president in 2007. This would be a peri-
od in which: 1) US presidential candi-
dates are beginning to campaign for sup-
port in Towa; 2) the Doha Round's agri-
cultural commitments are coming into
force and US farm subsidy payments are
declining, or else no Doha round has
been implemented and American farm-
ers are reacting to their disappointment;
3) the economic situations in the US and
Mexico have changed either for better or
for worse, or else remain about the same;
and 4) immigration reform has succeed-
ed and improved the overall climate of
US-Mexico relations, or not succeeded
and worsened it. Given all these uncer-
tainties about the surrounding environ-
ment, I think it's a little rash to predict
the result. It does seem clear that renego-
tiating the provision would be a tough
sell in Congress and within US politics
generally. A Mexican government hop-
ing to succeed in this would have to be
pretty resourceful.”

Board Comment: George W.
Grayson: "Some presidential
contenders don't know that the
tariff on corn has already been
slashed. During NAFTA bargaining,
Mexico's Ivy League educated negotia-
tors resisted advice to seek a 'carve out'
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for corn—by no means a deal-breaker
for the US. To begin with, the Mexican
government planned to assist the 22 per-
cent of the rural population that
accounted for only 8 percent of GDP.
Technocrats also argued that competi-
tion would force campesinos to improve
efficiency. Otherwise, they should move
out of grains and into fruits and vegeta-
bles, or abandon the ejidos for factory
jobs. Further, cheaper corn-based goods
would increase the disposable income of
the middle class, which could buy con-
sumer items produced by deracinated
peasants. Finally, the 'phase-in' provision
meant that Mexico would initially
import only 2.5 million metric tons of
corn tariff-free. This quota would grow
at a compound rate of 3 percent annual-
ly until 2008, when the quantity would
rise to 3.6 million metric tons. Amid the
1994 peso crisis, small farmers were for-
gotten along with the proposed scheme
to help them, and diversification was no
panacea ... Once the recession ended, the
cost of tortillas and other corn-based
foods had shot up 279 percent. Subsidies
were removed from tortillas in 1996, and
two giant agro-businesses—Grupo
Industrial Maseca and Grupo Minsa—
dominated the market. They prevailed
upon bureaucrats to accelerate the
phase-in period to 30 months, and
duties were never imposed on 'over-
quota' corn imports."

Luis de la Calle is a Managing Partner
at De la Calle, Madrazo, Mancera, S.C.
in Mexico and former Mexican

Undersecretary for International Trade.

Jon Huenemann is a member of the
Advisor board, a Principal in the
International Department at Miller ¢
Chevalier, and a former Assistant US
Trade Representative with responsibilities
in the Americas.

Ed Gresser is Director of the Trade and
Global Markets Project at the Progressive
Policy Institute.

George W. Grayson is a member of the
Advisor board and a Professor of
Government at the College of William &
Mary.
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