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Featured Q&A With Our Board of Advisors

The United States Senate's

Finance Committee on July 31

approved a free trade agreement

with Peru, moving the two coun-
tries closer to a free trade deal. How will
Peru profit from an FTA with the US? At
what cost? Are small-and medium-sized
businesses in Peru ready for the challenge
of free trade with the US?

Guest Comment: Fernando

Eguren: "Looking at the agricul-

tural sector, the FTA makes per-

manent the advantages of
ATPDEA, which has benefited large and
medium-size farmers on the Peruvian coast
(the most modern and rich region in the
country). These are a small percentage, and
the areas they occupy don’t approach 4
percent of the country’s total cultivated
land. ATPDEA’s reach is rather limited, if
one considers its ability to contribute to
reducing rural poverty. With the FTA, the
Peruvian market is opening itself to US
agricultural production. There are two
problems here for Peruvian agriculture: 1)
North America’s technological develop-
ment in agriculture is much more than
Peruw’s and 2) US agriculture receives
immense subsidies (which haven’t been
reduced with the FTA; on the contrary, the
FTA essentially ratifies unfair competi-
tion). For both reasons, imports to Peru
from the US will negatively affect impor-
tant essentials of national agriculture,
which involve specifically the smallest and
poorest farmers. The pressure of these

Inside This Issue

farmers has obligated the Peruvian govern-
ment to offer subsidies, meaning another
pressure on the always-tight national budg-
et. The paradox is that, in the name of free
trade, subsidies are being re-established.
On the other hand, the Peruvian govern-
ment speaks of an ‘internal agenda’ that
supposedly must promote Peruvian agri-
culture’s international competitiveness, but
so far it’s a flimsy, insubstantial agenda. In
sum: it is probable that the FTA will deep-
en the distance between the large (and
sometimes medium-sized) modern coastal
exporting agriculture and the small, stag-
nant and impoverished agriculture else-
where in the country."

Continued on page 4

PHOTO OF THE DAY

fr

The killings of four political protest-
ers over the past two days in Oaxaca
state in southern Mexico have put
Governor Ulises Ruiz in the interna-
tional spotlight. See story on page 2.

Photo: Government of Oaxaca.
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Indonesia May Develop Oxy's
former Ecuadorean Stake

Pertamina, Indonesia's state oil com-
pany, may jointly develop an oil area
in Ecuador with PetroEcuador, a
Pertamina official told Bloomberg
News Thursday. Pertamina wants to
buy a stake in Block 15, an area owned
by PetroEcuador that was seized from
Occidental Petroleum earlier this year
when country officials declared the
California-based company had illegal-
ly sold assets in the country. Ecuador
produces about 530,000 barrels of oil
a day, with state-run PetroEcuador
accounting for 40 percent, according
to estimates. [Editor’s note: see related
Q&A in the June 28, 2006 edition of
the Dialogue’s weekly Energy Advisor.]

Kansas City Southern Names
Theodore Prince Int'l VP

Transportation company Kansas
City Southern said it has named
Theodore Prince, a former executive
with "K" Line America, Inc., as the
new vice president of its interna-
tional business unit. KCS has rail-
road investments in the US, Mexico
and Panama. It serves northeastern
and central Mexico and the port
cities of Lazaro Cardenas, Tampico
and Veracruz, and has a 50 percent
interest in the Panama Canal
Railway Company.

Cherokee International Moving
Mexico Plant to China

California-based Cherokee
International Corporation, a man-
ufacturer of custom-designed power
supplies, announced Thursday that
it plans to close its manufacturing
operations in Guadalajara, Mexico
by the first quarter of 2007 and
move production to a newly built
facility in Shanghai, China. The
35,000 square foot Guadalajara facil-
ity, in operation since 1988, employs
250 people. Cherokee expects to save
about $2 million through the move.
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Political News

Political Violence in Southern
Mexican State Escalates

A protester was shot dead yesterday when
assailants fired on a march of about 8,000
people calling for the governor's resigna-
tion in the Mexican state of Oaxaca. Jose
Jimenez, 50, was taken to a hospital with
bullet wounds and pronounced dead on
arrival, according to wire reports. After the

lion pesos ($US 12.4 billion) of local
bonds in order to pay off more expensive
World Bank and Inter-American
Development Bank debt. Demand for the
offering was exceptionally strong. Earlier
reports had stated Mexico wanted to raise
$7 billion to pay down up to $9 billion in
foreign debt. The additional money from
the offering will be used to bolster govern-
ment coffers after the Treasury bought
back $3.4 billion worth of dollar-denomi-
nated bonds in recent weeks, according to

Striking teachers and other opponents of governor Ulises Ruiz have

stepped up protests against what they call his abusive administration.

shooting, protesters set fire to a house
from which gunfire seemed to originate.
The Oaxacan political violence, which was
unrelated to the deadlocked presidential
election results that have brought thou-
sands of protesters to Mexico City, has
escalated in recent days
as about 40,000 striking
teachers and other oppo-
nents of state Governor
Ulises Ruiz have stepped
up protests against what

Ulises Ruiz they call his abusive and
Photo: Mexican polarizing administra-
Government tion. On Wednesday,

gunmen Kkilled three indigenous people,
including a 12-year-old boy, on a road
about 150 miles from Oaxaca. The three
reportedly had been heading to yesterday’s
protests in Oaxaca City. On Thursday
Oaxacan artist Francisco Toledo, one of
Mexico’s most important living artists,
said he planned to close cultural spaces in
the Oaxaca City because of vandalism
worries, according to Reuters. Ruiz, a
member of the PRI party, was elected in
2004 for a six year term.

Economic News

Mexico Sells $12 Billion in Bonds
to Pay Off More Expensive Debt

Mexico said Thursday it had sold 135 bil-

Bloomberg News. Mexico stands to save
more than $50 million in interest pay-
ments as a result of the successful transac-
tion, according to one Wall Street analyst,
and government officials have said it could
mean up to $250 million in savings,
according to wire reports.

Chile’s Central Bank Holds Interest
Rates Steady, For Now

Chile's central bank held its benchmark
lending rate at 5.25 percent at its monthly
meeting Thursday, according to a govern-
ment press release. The decision reflected
weaker economic growth data of late, but
does not yet signal an end to rising inter-
est rates, according to some analysts. New
York investment bank JP Morgan Chase is
forecasting a rate of 5.50 percent by the
end of the year, and 5.75 percent by the
end of the first quarter of 2007, before
Chilean authorities "will consider the rate
normalization process complete." The
central bank has emphasized that mone-
tary conditions are “expansionary,” JP
Morgan analyst Vladimir Werning wrote
in a research note today. In related news,
Chile’s retail sector may be feeling the
pinch of slower economic growth and
higher fuel costs. D&S, the country’s
largest supermarket chain, said on
Thursday that its second quarter 2006 net
profit fell 21 percent over a year ago. Net
income for the second quarter amounted
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to 8.36 billion pesos ($US 15.5 million).
The drop in sales at stores open at least a
year could be helped by the company’s
$800 million three-year expansion plan,
company officials said in a release. D&S
has opened 17 new stores this year. The
company’s financial services division has
also done better, recording revenues of
$35.4 million during the second quarter,
up from $27 million over the same period
last year. “This increase is due to the 24.2
percent growth in outstanding credit
receivables and the greater use of [store
credit cards],” D&S said in a statement.

Brazil’s Currency Rises on
Strong Economic Outlook

Brazil's real currency rose to its highest
level in over a month Thursday, as
increased exports and low inflation fueled
market appetite. The real rose 0.5 percent
to 2.1565 per dollar near the market’s
close yesterday afternoon. Market watch-
ers say Brazil’s ample foreign reserves
should continue to help the country’s eco-
nomic stability. “Significant FX inflow
allowed the central bank to resume its
aggressive intervention in the FX spot
market ... it purchased $5.1 billion last July
and likely more than $2.0 billion this
month so far,” JP Morgan analysts wrote
in a research note today. Foreign reserves
will surpass $70 billion in the next couple
of days and are already above the gross
sovereign debt of $69 billion, the bank
said.

Company News

Centennial Reports Decline in Fiscal
Q4 Revenues from Caribbean Ops

Centennial Communications  said
Wednesday that revenues from its
Caribbean operations declined 3.3 percent
for its fiscal fourth quarter ended May 31
compared to the same three months a year
earlier. In an earnings release, Centennial,
which offers service in Puerto Rico, the
Dominican Republic, and the US Virgin
Islands, as well as six US states, said rev-
enues from its Caribbean operations
totaled $124.7 million in the fiscal fourth
quarter, compared to $128.9 million a year
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The Dialogue Continues
A continuation of the August 8, 2006 Q&A

Colombia's FARC rebel group

stepped up its attacks ahead of

the inauguration on Monday of

Alvaro Uribe for a second four-
year term as president. Does the recent
wave of attacks indicate that the FARC
is worried about the security implica-
tions of a second Uribe administration?
What is the FARC's strategy for the next
four years? Will Uribe have the time and
political capital to continue paramilitary
demobilization and tackle an agreement
with the guerrillas?

Guest  Comment: Marc

Chernick: "Bogota was eerily

quiet on Monday as Alvaro

Uribe prepared to begin his sec-
ond four-year turn. The center of the city
was completely cleared to provide securi-
ty for the visiting dignitaries in town to
attend the inauguration. The FARC in
previous days had managed to explode a
car-bomb in Bogota and police authori-
ties arrested several FARC militants who
were accused of planning terrorist acts. In
the end, the inauguration occurred with-
out incident. Many had hoped that Uribe
would make a dramatic gesture toward
peace. Instead, he made oblique refer-
ences about his willingness to negotiate
peace and his concern about reverses in
the security situation. Nothing more. For
many it was a disappointment. There was
no indication that the government would
place peace negotiations as a high priori-
ty. What is clear is that the FARC is not
concerned about the security situation.

ago. The company said a 4 percent year-
on-year decline in wireless revenues to
$92.5 million was primarily due to lower
access and airtime revenue in the
Dominican Republic and Puerto Rico.
Although the company's subscriber base
in the Caribbean expanded 12.2 percent
year-on-year to 739,200 customers, most
of the growth came in the prepaid seg-
ment, resulting in a 16 percent decline in

They are patient. They can easily wait
four more years, a small interval after 40
years of insurrection. They believe, as
most theorists of insurgency have always
contended, that each year that goes by
without a defeat is a victory. They are
confident that the situation will turn
toward a renewed clamor for a political
solution to the conflict. The most stun-
ning event at the inauguration was the
display by legislators from the Polo
Democratico Alternativo, the leftist coali-
tion, who held up photos during Uribe’s
speech showing soldiers and police held
captive by the FARC. The legislators were
making a statement in favor of what is
known in Colombia as the ‘Humanitarian
Accord, a long-stalled proposal to
exchange prisoners between the govern-
ment and the FARC. If peace negotiations
begin, they will begin around the issue of
prisoner exchange. Already, several for-
eign governments have expressed their
desire to facilitate an accord. Many
prominent Colombians, including for-
mer President Alfonso Lopez Michelson,
the Catholic Church and others have con-
tinued to pressure for such an agreement.
The question is not whether Uribe has the
political capital to initiate negotiations
with the guerrillas, but whether he has
the political will. The country is ready for
a renewed round of negotiations."

Marc Chernick is Research Associate
Professor at Georgetown University.

monthly ARPU (average revenue per user)
to $41. Caribbean wireless revenues were
also hurt by more aggressive marketing of
companion rate plans in Puerto Rico.
Revenue from Caribbean broadband
operations grew 2 percent year-on-year in
the fourth fiscal quarter to $36.8 million
amid an increase in both switched access
lines and dedicated access line equivalents.
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Featured 0&A
Continued from page 1

Guest Comment: Carlos Mateo

Paz-Soldan: "The FTA has

been likened to ‘major surgery

without anesthesia—necessary
but very painful. Polls and the results of
the election of the pro-FTA Garcia as
president confirm that despite the appre-
hensions of integrating with the world's
largest economy, a majority of Peru's
population understands the benefits of
and supports the FTA. The FTA will con-
solidate and expand the remarkable
growth that Peru has witnessed since the
inception of the ATPA program in 1991.
The US has become the destination for
over 40 percent of Peru's manufactured
exports and nearly 30 percent of its total
exports. It is estimated that over 1 mil-
lion people in Peru are employed in US-
related trade. Growing non-traditional
exports such as textiles and apparel (over
$1.2 billion), and so-called agroexports
such as asparagus, have contributed to
full employment in coastal regions of
Peru such as Ica and La Libertad and to a
concurrent reduction of nearly 40 per-
cent in extreme poverty levels in these
regions. While traditional farming inter-
ests in the impoverished Andean high-
lands are concerned about being dis-
placed by subsidized US imports, part of
the answer lies in agricultural conversion
efforts such as President Garcia's sierra
exportadora program. Garcia has
announced a $500 million road and
infrastructure plan intended to make
sierra exportadora a reality by improving
the access of highland producers of
emerging niche products such as arti-
chokes, broccoli, cut flowers, and fruits
to global markets via coastal ports. On
another front, Peru's PYMEs (small
businesses) should do well. The FTA has
well-developed sections on trade capaci-
ty building focused in part on maximiz-
ing benefits of the FTA for PYMEs. The
uniqueness, quality, and creativity of
Peruvian artscrafts, furniture, gastrono-
my, and apparel is already allowing
Peruvian businesses, assisted in part by a
worldwide web of entrepreneurial immi-
grant communities, to make their mark
in various niches of the global market-
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place. The FTA will provide this sector
with a platform for further growth and
expansion. Cognizant of the above,
Peru's Congress approved the FTA by an
overwhelming margin of 79 to 14.
Unfortunately though, for all its merits,
approval of the FTA by the US Congress
has been caught up in partisan and tim-
ing issues in a congressional election
year, and it is uncertain whether
approval will be secured in the early fall
or even in the lameduck period."

Guest Comment: John Murphy:

"Peruvians are more than

ready for a free trade agree-

ment with the United States; in
fact, Peru’s exports to the United States
have risen two-and-a-half-fold over the
past three years, one of the fastest rates of
growth in exports to the US achieved by
any economy in Latin America. Peru’s $5
billion in exports to the United States
supported an impressive 800,000 jobs in
2005—three times the number a decade
earlier. This figure represents roughly a
quarter of Peru’s formal sector employ-
ment, underscoring how economic ties
to the United States are providing Peru
with critically needed jobs, income, and
tax revenues. Most of the jobs created by
exports to the United States in recent
years are outside Lima; agribusiness jobs,
for instance, have transformed many
communities along the northern coast.
This favorable development has helped
to reverse decades of migration to the
capital.”

Fernando Eguren is President of the
Board of Directors of Centro Peruano de
Estudios Sociales (CEPES) in Peru.

Carlos Mateo Paz-Soldan is a Partner at
Schmeltzer, Aptaker & Shepard.

John Murphy is Vice President for
International Affairs at the US Chamber
of Commerce and Executive Vice
President of the Association of American
Chambers of Commerce in Latin America
(AACCLA).
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