
QStandard & Poor's last month
raised some of its ratings for
Uruguay, citing the South
American country's "remarkable"

reduction of its "fiscal and external vul-
nerabilities" since its 2002 economic cri-
sis. What is the medium- to long-term out-
look for Uruguay's economy? Is the coun-
try on a sustainable growth path?

AGuest Comment: Graciana del
Castillo: "The fiscal recovery is
not that 'remarkable' if one real-
izes that these vulnerabilities

were artificially inflated with the sharp
devaluation of the currency and its impact
on dollar-denominated GDP. Whether the
fiscal and debt situation is sustainable, on
the other hand, depends on the rate of
investment of the Uruguayan economy,
which—by all accounts—is extremely low
at something around 13 percent of GDP,
and heavily influenced by current invest-
ment by Botnia and public investment in
energy. No country has ever grown in a sus-
tained manner with this rate of investment.
Given its majority in Congress, the govern-
ment should be expected to do more in
promoting investment and employment
creation, both by eliminating bottlenecks
that have been identified as impeding a
propitious business climate, as well as by a
sharp, targeted, and aggressive policy to
promote foreign direct investment into
export-oriented services and other
employment-creating sectors.
Unfortunately, the government seems to be

losing steam with respect to its objective to
promote investment, and on the contrary it
is giving conflicting signs to investors, par-
ticularly as a result of the controversy over
the trade agreement with the United
States."

AGuest Comment: Arturo
Porzecanski: "Indeed, S&P has
recently raised its foreign-curren-
cy ratings for both Argentina and

Uruguay to B+, in recognition of progress
the two countries have made since their
2002 financial crises. It is disappointing,
however, that the rating agency gave them
the same rating, given the very different
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Political News

Protesters Descend on Mexico City,
Demand Oaxaca Governor's Removal

Thousands of protesters marched from
the state of Oaxaca into Mexico City on
Monday to demand the removal of their
state governor, Reuters reported. The
Popular Assembly of the People of Oaxaca

or APPO, the left-wing
alliance behind the
protests, has said they
will not end their
protests until Governor
Ulises Ruiz, who they
accuse of corruption
and other abuses, steps
down. "We want
Oaxaca to be peaceful

again, but Oaxaca cannot be peaceful until
Ulises Ruiz leaves power," said Fernando
Estrada, a leader of the group at the front
of the march. Protesters allege Ruiz has
ordered ambushes and paramilitary-style

drive-by shootings that have killed at least
five activists since the conflict began four
months ago. They have barricaded the
colonial center of Oaxaca, an important
tourist destination in Mexico, for months.
In negotiations with Government
Secretary Carlos Abascal, the protesters
have agreed to a plan to allow Abascal to
take control of municipal and state police
in Oaxaca, local daily El Universal report-
ed, while striking teachers are reportedly
considering returning to schools.
Protesters have also withdrawn their
demand for the government of President
Vicente Fox to remove Ruiz from power,
instead agreeing to petition the Mexican
Senate to vote on the issue, according to El
Universal. However, members of Ruiz's
Institutional Revolutionary Party have
said they are opposed to the governor's
removal.

Economic News

Economic Data, Prospects for
Alckmin Boost Brazilian Markets

Brazilian markets rose Monday on the
back of positive economic news and on
optimism that market favorite Geraldo
Alckmin could win a presidential run-off
vote on October 29, according to wire
reports. The Sao Paulo Stock Exchange's
Bovespa index rose 1.23 percent to close at
38,406.3 points, a four-month high, while
Brazil's currency, the real, gained 0.32 per-
cent to end at 2.157 per US dollar, Reuters
reported. The market gains on Monday
were boosted by increases in commodity
prices and by data showing Brazil's weekly
trade surplus holding above $1 billion,
reinforcing expectations of continued
strong net dollar inflows to the country,
according to Reuters. Bloomberg News
reported markets rose in part due to hopes
that Alckmin may rise in opinion polls fol-
lowing a televised debate Sunday night in

which he attacked President Luiz Inacio
Lula da Silva for a series of scandals plagu-
ing his administration.

Company News

Argentine Supermarkets Agree to
Extend Price Freeze Through 2007

Major supermarkets in Argentina agreed
Monday to extend through the end of next
year a price freeze for hundreds of goods
to help the government contain inflation.
Secretary of Commerce Guillermo
Moreno said the biggest supermarket
chains operating in the country, including
Carrefour, Jumbo, Coto, Wal-Mart, and
others had agreed to extend the 11 month-
old price-freeze pact, which was set to
expire at the end of this year, local daily La
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Mexico May Challenge US Border
Fence Plan at United Nations

The Mexican government may chal-
lenge US plans to build a fence
along parts of the US-Mexico bor-
der to the United Nations, Foreign
Secretary Luis Ernesto Derbez said
Monday, according to the Associated
Press. Derbez told reporters in Paris
during a tour of Europe that a legal
investigation was under way to
determine whether Mexico has a
case. US President George W. Bush
has said he will sign into law border
fence legislation passed by Congress
last month, despite pleas from the
Mexican government for a veto, the
AP reported.

Bank Official Says Colombia
Needs to Raise Rates More

Colombia's Central Bank needs to
keep raising interest rates to ensure
that a surge in consumer demand
does not result in faster inflation,
Bank Director Juan Mario Laserna
said, Bloomberg News reported on
Monday. Laserna said Colombia's
current strong economic growth
makes it unnecessary to keep inter-
est rates low in an effort to stimulate
demand. The Bank has raised its
benchmark rate four times this year.

Walmex Posts 6.9 Percent YoY
Jump in Sept. Same-Store Sales

The Mexican unit of US retail giant
Wal-Mart Stores Inc. saw a 6.9 per-
cent increase in same-store sales last
month compared to September of
2005, according to a company press
release. Wal-mart de Mexico
(Walmex) said same-store sales for
the year to date grew 5.4 percent
compared to the same period in
2005. Total sales last month hit 15.3
billion pesos ($US 1.4 billion), an
18.6 percent increase from the same
month a year ago.

“ We want Oaxaca to be peaceful again, but Oaxaca cannot 

be peaceful until Ulises Ruiz leaves power.”
- Protest leader Fernando Estrada

Ulises Ruiz
Government file
photo.



Nacion reported. The agreement came
after a meeting of representatives of the
supermarket chains with President Nestor
Kirchner, Economy Minister Felisa Miceli,
and Moreno. Striking price-freeze agree-
ments with retailers has been a major
component of the Kirchner government's
efforts to combat inflation, which is hov-
ering above an annualized rate of about 10
percent. In a research note published
today, Credit Suisse said the goods cov-
ered in the price-freeze accord with super-
markets number 300, "a small proportion
of the 10,000-15,000 products that these
establishments carry." Credit Suisse added
that "the supermarkets' decreased profits
due to these measures should be relatively
limited, and maintaining a good working
relationship with the government by com-
plying with the controls could be impor-
tant." Moreno said that "Kirchner is very
satisfied with the conduct of our super-
markets, and the businessmen know the
good of these types of policies that we are
carrying forward,"  La Nacion reported.

Pemex Says Output from Offshore
Field in Mexico to Offset Declines

Oil output from Mexican state oil monop-
oly Pemex's Ku-Maloob-Zaap offshore
field will nearly double in the next three
years, offsetting declines at other fields
and helping keep total oil production in
Mexico steady, Carlos Morale, the head of
exploration and production told reporters
on Monday, according to Reuters. Morales
said production at Ku-Maloob-Zaap will
increase to 800,000 barrels per day, offset-
ting a decline in output at the aging
Cantarell field in the Gulf of Mexico. "It is
going to help us keep a production plat-
form of between 3.1 million and 3.3 mil-
lion barrels per day," Morales was quoted
as saying. Analysts have said that Mexico
needs to invest more in exploration and
production and that without legal reforms
to allow greater participation by foreign
companies the country could face declines
in oil production. President-elect Felipe
Calderon, who takes office on December 1
after eking out the narrowest of victories
in Mexico's July 2 elections, has said he is
opposed to privatization of Mexico's ener-
gy sector, although analysts say he may
seek to allow greater participation by pri-
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Brasilia, Brazil—President Lula came close to an outright first round
victory on October 1 with 48.61 percent of the 96 million votes cast.
The PSDB candidate, Geraldo Alckmin, surprised the pollsters and
most political analysts by posting 41.64 percent of the valid vote—the president's 11-
point spread (on September 27) had been reduced to just seven.

Apparently, Lula stumbled by not participating in the TV debate conducted by TV
Globo on September 28, and his credibility was marred when photos of the 1.7 million
reais ($US 788,300) that were to be used in the dossier scandal appeared in the press
and on TV on September 29-30. This time, Lula's "teflon" coating had worn quite thin,
and many voters who had believed his explanations about the misadventures of PT
militants lost the faith. Between the September 27 and 29-30 Datafolha polls, Lula
dropped three points and Alckmin gained two, and for the first time the PSDB candi-
date took points (Lula voters) away from the president.

On October 6, Datafolha conducted the first poll of the second-round campaign. The
seven-point spread from the first round vote was maintained (50 percent versus 43 per-
cent, with 7 percent undecided). What does this mean? At first glance, not much.

This Datafolha poll showed that only 5 percent of Lula voters had gone for Alckmin
and only 4 percent of Alckmin voters are now for Lula. Those who had favored PSol
candidate Heloisa Helena in the first round now favor Alckmin (48 percent) over Lula
(32 percent), but not the large "pro-Alckmin" transfer as earlier predicted. The very
small segment of voters for first-round candidate Cristovam Buarque (PDT) is now
split in a 39 percent tie. The even smaller segment that voted for the other candidates
now favors Lula (52 versus 38 percent). However, the 11.4 percent of voters who went
"blank" or "null" on October 1 are now equally divided (31 versus 32 percent).
Numerically, it is this segment and that of Helena voters who will be the swing voters
in this second round and should be the main targets of the candidates, once their poll-
sters identify their geographic and socioeconomic profiles.

On Sunday evening, October 8, TV Bandeirantes held the first Lula-Alckmin debate.
There are three additional debates scheduled, culminating with the TV Globo debate
on October 27—just two days before the second-round election.

Sunday's debate (Lula's first debate appearance during the 2006 campaign) was quite
aggressive, with Alckmin striking hard against the sequence of corruption scandals and
asking pointedly, 'where did the cash [from the dossier caper] come from?' Lula did not
answer this thrust directly, but reminded voters that 60 percent of the scandals discov-
ered since 2003 had originated during the Cardoso period and that now the Federal
Police have a free hand to investigate everything. Lula then attacked Cardoso's last
health minister, Barjas Negri, regarding the 'Vampire' and 'Bloodsuckers' scandals, say-
ing that Alckmin had appointed Negri to a Sao Paulo state government position in
2003. Alckmin retorted that no former PSDB ministers are currently under indictment
(referring to Lula's former health minister, Humberto Costa). Most called the debate a
draw with a slight advantage for Alckmin.

David Fleischer is emeritus professor at the University of Brasilia, director of the School of
Social and Political Science at Federal District University Center (UniDF), and editor of
the weekly newsletter Brazil Focus.
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way the two countries went about reduc-
ing their over-indebtedness: in
Argentina, by trampling on creditor and

investor rights, and by forcibly obtaining
massive debt forgiveness; in Uruguay, in
contrast, by respecting said rights and by
achieving an investor-friendly debt
restructuring. In the past three years,
Uruguay's economy has bounced back
vigorously, with GDP already having
surpassed its previous (1998) peak.
Growth for the whole of this year is esti-
mated at around 6 percent, and chances
are that in 2007 and beyond the econo-
my will expand at a more subdued pace
of 3-4 percent per annum. The medium-
term outlook remains highly dependent
on continued stability and growth in
Argentina and Brazil because of the
many trade, tourism, and investment
links with these two neighbors. The
other big uncertainty is whether the var-
ious wood pulp mill projects initiated
will in fact be completed, because they
stand to make a visible difference to the
economic outlook."

AGuest Comment: Alonso
Cervera & Alberto Puentes:
"We are optimistic about
Uruguay's medium-term

growth outlook, particularly given the
current policy mix. The government con-
tinues to diversify its export markets,
partly via bilateral trade negotiations
with several large economies. This bodes
well not only for further international
integration and diversification, but also
for potential new investment projects. We
already expect gross fixed investment to
rise as a percentage of GDP in upcoming
years, as existing large FDI commitments
(in the pulp and paper sectors) and pub-
lic investment in domestic infrastructure
unfold. Meanwhile, expected reforms to
the tax system should also support pri-
vate investment, while pending reforms
to the banking sector would strengthen
financial institutions. The banking sector
has not fully recovered from the 2002 cri-
sis, and financial intermediation remains
generally low. The recovery of the bank-
ing system continues to be a necessary
but not sufficient condition to a positive
medium-term growth outlook."

Graciana del Castillo is Director and
COO of Centennial Group Latin
America.

Arturo Porzecanski is a Scholar of
International Finance at American
University.

Alonso Cervera is an Economist and
Alberto Puentes is a Research Analyst at
Credit Suisse.
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“ The medium-term outlook

remains highly dependent on

continued stability and growth 

in Argentina and Brazil because

of the many trade, tourism, and

investment links with these 

two neighbors.”
— Arturo Porzecanski

vate firms in the sector [Editor's note: see
related Q&A in the September 27, 2006
issue of the weekly Latin America Energy
Advisor]. Mexican billionaire Carlos
Slim, who is touting a new oil platform
built by one of his companies, said
Monday that Pemex does not need help

from foreign energy companies to reach
deep-sea oil, according to Reuters. "Yes,
they can do it alone," Slim said. "There is
a lot of technology around the world."
The oil platform for the Ku-Maloob-
Zaap field was built by a unit of Slim's
industrial conglomerate, Carso.


