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November rejected  Grupo

Mexico's planned merger of two

railroad subsidiaries, Ferromex
and Ferrosur, which would have created
Mexico's largest rail with about 54 per-
cent of the Mexican railroad market. The
Mexican subsidiary of US rail operator
Kansas City Southern argued the merged
company would squeeze out competition.
Is rail competition between the US and
Mexico evolving in a healthy way? What
trends are shaping the outlook for rail
commerce bhetween Mexico, the US, and
Canada in the coming year and beyond?
How does the North American rail sector's
outlook compare to other transportation
methods?

Guest Comment: Héctor Mora

Gomez: "Rail competitiveness in

Mexico has been complex since

its privatization various years
ago. Between Ferromex and TFM there was
competition not only as companies, but
also between the families that own them.
Now that KCS de Mexico has acquired
TFM this situation should change, and
coordination between these two important
companies should improve. Until the rail-
ways in this country can be used by any rail
company, it will be difficult to work in a
coordinated manner to the greater benefit
of clients. Fortunately, Mexican authorities
are working together with these companies
to achieve improvements in our rail sys-
tem. Ferromex's acquisition of Ferrosur

Inside This Issue

great improvement in the connectivity
between Pacific (Manzanillo) and Gulf
(Veracruz) ports, which would have bene-
fited clients and the most important ports
in Mexico. These two rail companies, the
largest in the country, are serious players
and committed to important growth plans.
Authorities need to find the mechanisms
that will allow for the modernization of the
current rail infrastructure, which dates
back a hundred years with President Don
Porfirio Diaz. New lines connecting
Guadalajara to Aguascalientes need to be
added, just to name one example. The port
of Lazaro Cardenas in the state of

Continued on page 4
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Mexican Interior Secretary Francisco
Ramirez Acuna (center) on Tuesday
announced an expansion of the govern-

ment's counterdrug offensive to
Tijuana. See story on page 2.

Photo: Los Pinos.
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Petrobras Signs $645 Million
Contract for Drilling Rig

Brazilian state-owned oil and gas
company Petrobras has signed a
five-year, $645 million contract with
Aberdeen, Scotland-based Larsen
Oil and Gas Ltd. for a semi-sub-
mersible drilling rig, Bloomberg
News reported early today. The
drilling rig, which is currently under
construction, is expected to start
operating offshore Brazil by
December 2009. The rig is owned by
PetroMENA, in which Norway's
Petrolia Drilling has a 43.5 percent
stake.

Gang Battles at Venezuelan
Prison Leave 16 Dead

Sixteen inmates at a Venezuelan
prison died Tuesday in battles
between rival gangs for control of
the facility, the Associated Press
reported. National Guard troops
restored order Tuesday morning
after the violence broke out
overnight at the Uribana Prison near
the city of Barquisimeto, some 175
miles west of Caracas, federal prison
official Fanny Marquez said. "It was
a fight for control of two cell
blocks," Marquez was quoted as say-
ing. "We have the situation under
control."

Brazilian Car Sales Rose
12.1 Percent in December

Car sales in Brazil rose to 204,800
units in December, 12.1 percent
higher than the previous month,
automakers group Anfavea said
Tuesday, according to Reuters. The
1.93 million units sold during 2006
were a couple thousand vehicles
short of a 1997 record. Anfavea
president Rogelio Golfarb said lower
interest rates were the main driver
behind last year's strong auto sales,
according to Reuters.
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Political News

Calderon Expands Mexican
Counterdrug Offensive to Tijuana

The government of Mexican President
Felipe Calderon announced Tuesday it was
sending nearly 3,300 soldiers and federal
police officers to fight drug gangs in the
crime-ridden border city of Tijuana. In a
press conference, Interior Secretary
Francisco Ramirez -
Acuna, flanked by other
top security and defense
officials, said that in
Operation Tijuana "no
effort or resources will be
spared fighting crime
and re-establishing min- Ramirez Acuna
imal conditions of order Photo: Los Pinos.
and authority." The operation in the bor-
der city, a major smuggling route for
cocaine and methamphetamine entering

[Editor's note: look for a Q&A on
Calderon's counterdrug offensive in next
Monday's issue of the Advisor.]

Economic News

Brazilian Trade Surplus Rose
to Record $46 Billion in 2006

Brazil's trade surplus reached a new high
in 2006 as exports enjoyed strong demand
from abroad, the country's trade ministry
reported on Tuesday. Brazil struck an all-
time record trade surplus of $46.08 bil-
lion, which was also boosted by high glob-
al commodity prices. "These results have
never been reached and they surpass the
goals established by the ministry of devel-
opment, industry, and foreign trade for
2006," interim Trade Minister Ivan
Ramalho was quoted as saying in a state-
ment on the ministry's Web site. Exports
in 2006 reached $137.47 billion, a 16.2

€€ We will carry out all the necessary actions to

retake every region of national territory. »

the United States, expands an offensive
mounted in Calderon's first few days of
office last month when he sent 7,000 sol-
diers and police to his home state of
Michoacan to crack down on drug activi-
ty. "We will carry out all the necessary
actions to retake every region of national
territory,” Ramirez Acuna said. "We will
not allow any state to be a hostage of drug
trafficking, organized crime, or common
crime." Some 2,620 soldiers and 162
marines are participating in Operation
Tijuana, as well as 30 fixed-wing aircraft,
nine propeller aircraft, 28 small naval ves-
sels, and 247 vehicles. Calderon's use of
the military in his counterdrug offensive is
the biggest since former President Ernesto
Zedillo deployed soldiers in counterdrug
operations in the late 1990s. However, the
expanded use of the military backfired on
Zedillo with the 1997 arrest of Jose de
Jesus Gutierrez Rebollo, the army general
Zedillo had put in charge of anti-drug
operations, according to Bloomberg News.

- Francisco Ramirez Acuna

percent increase over 2005, while imports
totaled $91.39 billion, a 24.2 percent year-
on-year increase. Commodities and semi-
manufactured goods saw 16.9 percent and

Brazil's Monthly Trade Balance
Jan-Dec 2006 ($US billions)
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23.3 percent increases in exports, respec-
tively, amid higher international prices,
the ministry said. A 15.6 percent increase
in exports of manufactured goods was
mostly due to higher export volumes than
to international price increases. Ramalho
said that he expects exports to reach $152
billion in 2007. "We created the solid base
and consistent numbers that guarantee us
an excellent result in 2007," he said.
December's trade balance was also high at
$5.01 billion, surpassed this year only in
July.

Mining Output in Peru Down in
November for Fourth Straight Month

Mining production in Peru fell in
November compared to the same month a
year earlier, the fourth straight year-on-
year monthly decline amid a sharp
decrease in gold production, govern-
ment's statistics agency INEI said Tuesday,
according to Reuters. Combined mining,
oil, and natural gas production fell 7.06
percent in November from the same
month of 2005, INEI said. The metals
mining sector fell 8.85 percent, with gold
production down a steep 28.15 percent,
mainly due to a fall in the grade of ore
extracted at the Yanacocha mine. Mining
accounts for more than half of export rev-
enues in Peru, the world's fifth-biggest
gold producer, and the sector has helped
drive strong economic growth in the
Andean nation amid high commodity
prices. INEI also said tin output fell 13.36
percent year-on-year, with ore grades
falling at the country's only tin miner,
Minsur. However, copper production
rose 13.88 percent while zinc and silver
increased 4.89 percent and 6.14 percent,
respectively. Peru is the world's No. 2 silver
producer and the third-biggest miner of
copper and zing, according to Reuters.
Peru produced 15.51 percent more oil and
2.44 percent more gas in November than a
year earlier, INEI said.

Company News

Telecom Italia Confirms it Will
Not Sell Brazilian Mobile Unit

Telecom Italia said Tuesday that it would
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hold onto its Brazilian mobile unit, back-
ing away from previous plans to negotiate
the unit's sale. In a statement cited by
Reuters, the company confirmed recent
reports in the Brazilian media that it
would not sell the wunit, TIM
Participacoes, Brazil's second-largest
mobile operator with some 25 percent of
the market. In November, Telecom Italia
said it had received two offers for the unit
and that it had authorized negotiations for
the possible sale of the unit. Mexico-based
regional mobile giant America Movil and
Telemar, Brazil's biggest fixed-line opera-

tor, had reportedly expressed interest in
buying TIM Participacoes, and America
Movil had reportedly bid as much as $10
billion for the unit. In September, the
board of debt-ridden Telecom Italia
approved a plan to separate its fixed-line
and mobile operations, giving rise to spec-
ulation that TIM Participacoes would be
sold. However, analysts say financial and
regulatory issues represent important
hurdles to a potential sale [Editor's note:
see related Q&A in the September 22,
2006 issue of the weekly Latin America
Telecom Advisor].
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Michoacan has better connections to the
interior compared to the Port of
Manzanillo, both in the Pacific, given the
lack of a direct rail line between the lat-
ter and Mexico City, which necessitates a
detour to Celaya Guanajuato. The ports
of Mexico's Pacific are capable of receiv-
ing cargo from Asia headed to the central
and eastern states of the US; however, the
current Mexican rail system is not pre-
pared for this cargo, given the problems
cited above."

Guest Comment: Leslie

Blakey: "One of the most

important trends for the fore-

seeable future is the expected
growth in container traffic at all US gate-
ways, including our borders with Mexico
and Canada. By 2020, containerized
cargo into the US is projected to increase
by 350 percent, even though the largest
container ports will be straining their
capacity as much as 10 years sooner.
Whether these goods move by road or
rail, it is inevitable that there will be a
significant increase across our Mexican
border and over the trade corridors that
carry that freight. Unfortunately, the
United States is not investing enough in
goods movement infrastructure to
ensure this commerce will continue to
flow efficiently, and this has negative
implications for all sectors of our econo-
my. Rail competition may help spur
capacity enhancements and service capa-
bilities on the Mexican side of the bor-
der, but unless these are complemented
by investment in goods movement infra-
structure on the US side, there will be
serious consequences both nationally
and locally. This looming supply chain
crisis is not an issue of one mode versus
another, but rather the necessity of
increased capacity and improved link-
ages across all modes. Given the
extremely long lead time on transporta-
tion infrastructure projects, we are way
behind the curve in addressing this
problem at the federal level."
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Guest Comment: John Price:

"North America's highly inte-

grated rail network now links

all three NAFTA countries,
their leading cities, and, most important,
agriculture and mining sectors. Cross-
border mergers and acquisitions now
blur the former nationalist operator lines
and create a single market, as NAFTA
intended. Mexico's antitrust commission
took issue with the planned merger of
Ferromex and Ferrosur. Their analysis
fails to address two parallel issues that
make the Mexican rail merger more
complex than a simple monopoly-creat-
ing exercise. Mexico's rail sector, in spite
of strong investment since it was priva-
tized in 1998, remains inefficient and
antiquated. Foreign ownership of
Mexican rail companies is limited to 49
percent without special approval, and
therefore any capital contribution by US
partners must be equaled by Mexican
shareholders. The lack of liquidity of
Mexican partners under the existing sce-
nario has led to the need to merge
Mexican companies. The question
should be asked if rail can ever be a
monopoly given the sheer dominance of
trucking in Mexico as a transport mode,
responsible for 80-plus percent of cross-
border (into the US) trade volume.
Whoever runs Mexico's railways will face
cut-throat pricing competition from
Mexican truckers, whose per mile rates
are half that of US trucking."

Héctor Mora Gomez is the head of
Hector Mora y Asociados and a former
Director of the Manzanillo Port in
Colima, Mexico.

Leslie Blakey is Executive Director of the
Coalition for America's Gateways and
Trade Corridors and a Principal of
Blakey & Agnew, LLC in Washington.

John Price is President of InfoAmericas
and Director of its Transportation &
Logistics Industry Practice.
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