
Editor's note: we are pleased to publish the third in our series of the Latin America Advisor's
“Annual Predictions Survey” results. This annual feature captures the latest forecasts, data,
and analysis from regional experts. Survey results will run in the Advisor through January 2.

Latin America to Keep Inflation Hydra Tamed in 2007 
By Claudio Loser

Inflation was for many years the hydra of Latin America—the multi-headed mythical
monster that could not be tamed or vanquished until Hercules managed to do so. Sixteen
years ago, inflation averaged about 500 percent, and 12 years ago 200 percent. It is a trib-
ute to the unsung financial heroes—the central bankers that followed the example of
Hercules—that in the last 10 years average inflation has been below 10 percent, with the
exception of 1997 and 2003.

The 12-month rate of inflation is actually expected to end below 5 percent by end 2006
and most likely at about 5 percent in 2007. While the regional rate of inflation remains
above that of the world at
large, the region's "premi-
um" has declined systemati-
cally. In 1997, average infla-
tion, at 12 percent, was dou-
ble the worldwide rate. In
2006, the regional inflation
rate will exceed the world-
wide by less than two per-
centage points. Moreover,
inflation for most of the
larger countries in the
region, with the exception
of Argentina and Venezuela,
hovers around the world
average levels.

More specifically, the rate of
inflation for end 2006 is
estimated at about 2 percent
for Peru, 3 percent for Chile,
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Predictions: Inflation in 2007
Select Latin American Countries
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Economic News

US, Panama Complete Free Trade
Talks, But Could Revisit Labor Issues

The United States and Panama announced
Tuesday that they had completed free
trade negotiations, but said additional
talks on labor could take place. "The free
trade agreement announced today
expands an already vibrant trade and
investment relationship, and is another
important milestone in President Bush’s
strategy of building strategic ties in the
Western Hemisphere," US Trade
Representative Susan Schwab was quoted
as saying in a press release. However,
Schwab cautioned that talks were com-
pleted "with the understanding that it is
subject to additional discussions on labor"
and promised the Bush administration
would work to build bipartisan support

among US lawmakers before submitting
the agreement to lawmakers for approval,
a clear acknowledgement of the adminis-
trations' diminished power to push trade
deals through Congress following the
takeover of both the House and the Senate
next month by Democrats, who are
demanding trade pacts include greater
labor protections. Last month, a group of
key Democratic lawmakers sent Scwab a
letter calling on the Bush administration
to renegotiate free trade agreements with
Colombia and Peru to strengthen labor
provisions. USTR said the proposed trade
agreement with Panama would create new
opportunities for US exporters, including
"significant opportunities" to participate
in the planned $5.25 billion expansion of
the Panama Canal, which Panamanian
voters approved in October. The trade
agreement also includes new openings for
financial services suppliers in the insur-
ance sector, and measures to enhance cus-

toms transparency and efficiency, and
improve trade security. The agreement
will eliminate almost 90 percent of
Panama's tariffs on industrial goods
immediately, with remaining tariffs
phased out over 10 years, USTR said. Total
goods trade between the United States and
Panama was $2.5 billion in 2005.

Brazil Promises Not to Take Bolivia
to Arbitration Over Gas Price Hikes

Brazil has promised not to take Bolivia to
an international arbitration court over
Bolivia's plans to increase the price it
charges Brazil for natural gas exports,
Bolivia's energy minister said Tuesday,
according to Reuters. "Brazil finally called
off the possibility of going to internation-
al arbitration on this issue," Energy
Minister Carlos Villegas was quoted as
telling reporters after a two-day visit to
Brazil, where he met with Brazilian Energy

Minister Silas Rondeau. Earlier this year,
the Brazilian government threatened to
seek arbitration after Bolivian President
Evo Morales said he wanted to  renegotiate
the prices for natural gas exports to Brazil
under a 20-year contract between the two
countries. The two countries have been in
negotiations since June and earlier this
month agreed to extend talks for four
months. Brazil, which depends on imports
from Bolivia for half of its natural gas
needs, currently pays $4 per million
British thermal units (BTU) for up to 30
million cubic meters of natural gas per day
from Bolivia. Under a new 20-year agree-
ment signed with Bolivia in October,
Argentina agreed to pay $5 per million
BTUs. That deal is expected to result in
$17 billion in revenues for Bolivia, which
has the second-largest natural gas reserves
in South America. Villegas said the talks
with Brazil were going well and that the
two sides are likely to reach an agreement
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US Embassy in El Salvador
Evacuated After Bomb Threat

The US Embassy in El Salvador was
evacuated on Tuesday after receiving
a bomb threat. Several streets were
closed to traffic in the residential
zone around the embassy, Reuters
reported. No information was
released by the embassy regarding
whether a bomb was found or not.
In a statement on its Web site, the
embassy said all visa applicants
whose appointments were canceled
because  of the bomb scare would be
allowed to return today.

US Grand Jury Indicts Ex-Alcatel
Exec for Violating FCPA

A federal grand jury in Miami has
indicted a former executive at
France's Alcatel CIT on charges of
violating the Foreign Corrupt
Practices Act (FCPA), the US
Department of Justice announced
Tuesday. The 10-count indictment
charges Christian Sapsizian, who at
the time of the alleged conduct was
Alcatel's deputy vice president
responsible for Latin America, with
conspiring to make over $2.5 mil-
lion in bribe payments to Costa
Rican officials in order to obtain a
telecommunications contract on
behalf of Alcatel and with launder-
ing the bribes through a consultant.

Canada Leads FDI in Chile in 2006 

The Chilean government authorized
direct foreign investment in Chile
worth $4.82 billion in 2006, accord-
ing to a Reuters report, citing offi-
cials from a business promotion
agency. The government's
Committee for Foreign Investment
said the figure was a 183 percent
increase from last year. Over a quar-
ter of the total was from the pur-
chase by a Canadian consortium of
HQI Transelec Chile for $1.5 bil-
lion.

Schwab promised the Bush administration would work to build 

bipartisan support before submitting the agreement to lawmakers,

a clear acknowledgement of the administration's diminished 

power to push trade deals through Congress.



"in the next round of talks," Reuters
reported. He also said Brazil had agreed to
preliminary talks that might lead to nego-
tiations to increase imports of Bolivian
natural gas. Brazil currently imports
about 26 million cubic meters of gas a day
from Bolivia, below an agreed maximum
of 30 million cubic meters daily.

Argentina Sends Debt Renegotiation
Proposal to Paris Club of Creditors

Argentina has sent a proposal to renegoti-
ate its roughly $6.3 billion debt with the
Paris Club of wealthy creditor countries,
Reuters reported Tuesday, citing a report
in the daily La Nacion newspaper. The
report said the finance ministry did not
envisage clearing the debt before 2012, but
it gave no further details of the proposal.
Argentina announced it was restructuring
its debt with private bondholders in
February 2005 after nearly four years of
contentious negotiations which, for a
time, made the country a pariah in inter-
national capital markets. But those
wounds have slowly begun to heal as the
government of Argentine President
Nestor Kirchner gains domestic political
clout and the country's economy recovers.
Earlier this year, Argentina said it was pay-
ing off the International Monetary Fund
in full. More recently, the South American
country, which defaulted on nearly $100
billion in debt after an economic crisis in
2002, has been in talks with Spain over its
debt to that country, which was heavily
invested in Argentine infrastructure and
public service companies. Argentina's
economy is expected to grow 6.4 percent
next year, according to a poll of seven Wall
Street investment banks conducted by the
Latin America Advisor (see chart and
analysis in the December 18, 2006 edition
of the Advisor), following growth of about
8.5 percent this year.

Company News

Coca-Cola, Mexico's FEMSA
Acquiring Jugos del Valle for $380M

Mexico-based bottler Coca-Cola FEMSA
and Atlanta, GA-based soft drink giant
Coca-Cola Company announced

Tuesday they would buy controlling shares
of juicemaker Jugos del Valle. The deal is
worth approximately $380 million in cash,
and assumes a total aggregate value for the
company of $470 million. It is also based
on Jugos del Valle's having approximately
$90 million in net debt. The final price to
be paid will be based on the actual level of
debt, net working capital, and other liabil-
ities on the date the tender offer is
launched, the companies said in a press
release. The deal aims to increase Coca-
Cola's presence in the non-carbonated
beverage segment in Latin America. Jugos
del Valle is the second-largest producer of
packaged juices, nectars, and fruit-fla-

vored beverages in Mexico, the largest
producer in Brazil, and has a presence in
other Latin American markets. Jugos del
Valle generated approximately $440 mil-
lion in total revenues for the 12-month
period ended September 30. Coca-Cola
FEMSA and the Coca-Cola Company plan
to create a new jointly owned entity to
acquire the Jugos del Valle shares. Carlos
Salazar, chief executive officer of Coca-
Cola FEMSA, said in a release that the
joint venture represents a "formidable
platform to further develop our non-car-
bonated business in a segment that is
growing three times faster than other non-
alcoholic beverages."
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Comings & Goings

BBVA Bancomer, Mexico's largest bank, has appointed Ignacio Deschamps to take
over as chief executive from Jaime Guardiola, according to MarketWatch. Guardiola
has been chosen lead the the Spanish and Portuguese operations of Spanish parent
company Banco Bilbao Vizcaya Argentaria. Deschamps was previously director of
commercial banking at BBVA Bancomer, which accounted for about 30 percent of
BBVA's profits in the third quarter.

US-based movie theater operator Cinemark Holdings has named Marcelo Bernini to
head up its Brazilian unit. In a press release, Cinemark said Bernini would replace
Valmir Fernandez, who was named President of Cinemark International. Bernini had
previously served as chief financial officer of Cinemark Brasil for eight years.
Cinemark Holdings operates internationally in 13 countries, primarily in Mexico and
South and Central America.

Antonio Francisco de Lima Neto has been named interim president of state-controlled
Banco do Brasil, Brazil's biggest bank, Dow Jones news service reported, citing a story
by the Estado news agency. De Lima Neto replaces Rossano Maranhao, who said he
was going to take a position in the private sector and that he was leaving the bank with
a "robust and consistent" financial situation. The 41-year-old de Lima Neto is a career
employee of Banco do Brasil, most recently serving as vice president of retail and dis-
tribution. He previously served as vice president for international affairs and wholesale
operations.

Gilberto Perezalonso will step down in March as chief executive of Mexico's largest
homebuilder, Geo, one year after assuming the post, Reuters reported. Perezalonso,
who will continue as an advisor to the company, will be replaced by Luis Orvananos,
Geo's chairman. Last month, the brokerage unit of Mexican bank Banamex cut its
share recommendation on Geo to "hold" from "buy," citing worries about management
changes, according to Reuters.

Editor's note: readers can submit announcements for this space by contacting Robert
Simpson at rsimpson@thedialogue.org



and Ecuador, 3.5 percent for Brazil and
Mexico, and 4.5 for Colombia. As was
the case in 2005, the high-inflation
countries are Argentina, with a rate of
inflation of 10-11 percent, even with
widespread price controls, Venezuela (15
percent), Costa Rica (13 percent) and
Haiti (14 percent).

The prospects for 2007 remain favorable.
Inflation may increase slightly, but will
remain within the range of this year. For
most countries, the range of inflation
will be similar to the levels noted above.
Brazil may experience a small increase to
4 percent, while Colombia and Mexico
may experience a small deceleration in
their rates of inflation. The main infla-
tion-related problems will remain in
Argentina and Venezuela. The measured
rate of inflation in Argentina, at 10-12
percent, will continue to be affected by
increasingly contentious price and other
government controls, and actual infla-
tion will almost certainly be much high-
er that these numbers indicate, as capac-
ity constraints become more prevalent.
Monetary policy has been more restric-
tive than in the past, but not sufficiently
so. In the case of Venezuela, the massive
fiscal impulse, aided by the country's oil
bonanza, is also expected to continue
unabated, with no significant monetary
restraint in sight, and with inflation pos-

sibly reaching 15 percent again. Costa
Rica may also continue to experience
two-digit inflation, closely followed by
Haiti, Jamaica, and Trinidad and Tobago.

Clearly, even taking into account the
outliers, the danger of inflation has sub-
sided in the region, thus reducing the
burden of the most regressive and ran-
dom tax on the poorer people of the
region. The key question is whether the
countries will lower their guard in the
fight against this perennial enemy. The
experience of Argentina, Costa Rica, and
Venezuela prove that the danger is not
over. Policymakers will need to continue
to refine their monetary policies to con-
tinue reducing inflation to world levels.
They will have to do that, be it through
traditional money/credit supply controls
or through inflation targeting, the more
modern, although substantially equiva-
lent mechanism of monetary policy.
Moreover, fiscal policy will need to sup-
port the efforts of the region's central
banks to finally vanquish the dormant
hydra.

Claudio Loser is a Senior Fellow at the
Inter-American Dialogue and former
Head of the Western Hemisphere
Department at the International
Monetary Fund.

... In tomorrow's Advisor: Annual
Predictions Survey Results, Part IV: the
prospects for hemispheric integration
in 2007.
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“ The main inflation-related

problems will remain in

Argentina and Venezuela.”


