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ernment reported last month. What is the
outlook for Colombia's economy in 2007
and beyond? What do you expect to the
main drivers of continued economic
growth in Colombia? What are the main
impediments?

Guest Comment: Mauricio

Cardenas: "Our economic

growth forecast at Fedesarrollo is

for 5.5 percent this year. This
means that the economy will maintain a
good rhythm, which in some ways reflects a
certain moderation compared to what we
had last year, because we will have a year
with somewhat lower oil production, inter-
est rate increases—which will moderate
investment and consumption growth—
and perhaps lower prices for Colombian
export products. On top of this, we must
add slower growth in the Venezuelan econ-
omy, which also affects the dynamism of
Colombia's export sector ... For all of these
reasons, this year's economic growth will
be 5.5 percent and not the 6.8 percent we
achieved last year. What will drive [eco-
nomic growth]? The economy will contin-
ue to be led by the construction (13 per-
cent), commercial (8 percent), and indus-
trial (7 percent) sectors ... Colombia, due to
advances in security issues ... has recuper-
ated a stable growth path with a firm foun-
dation at 5 percent [growth]."
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Diego Arria Dialogue nation's  biggest economic percent in the fourth quarter of
Director, Donna Hrinak expansion in 29 years, the gov- 2006 over a year ago (oya) and

6.8 percent for full-year 2006. Looking
ahead, output should continue to be pro-
pelled mainly by domestic demand, as a
limited expansion in export volumes and
rising imports will keep the net contribu-
tion of external demand in the red. Given
the healthy macro picture, rising business
confidence, and improving security condi-
tions, investment will expand around 23
percent oya in real terms in 2007. The main
beneficiaries will be construction and
infrastructure projects, as well as new
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PHOTO OF THE DAY

Brazilian Planning Minister Paulo
Bernardo said Tuesday the government
was willing to listen to disgruntled air
traffic controllers, but "not with a knife
to the back." See story on page 2.

Photo: Agencia Brasil.

FEATURED Q&A: What is the Qutlook for
Colombia's Economy in 2007 and Beyond? ....... 1

Brazilian Govt. Demands Air Traffic
Controllers Withdraw Strike Threats.................. 2

Venezuelan Commission Gives Prices
for Sale of Stock in CANTV, EDC.........cccoevvvevncnee 2

Embraer to Invest $40 Million This

Year to Expand Asian Business .......ccccoveveeennee 2

Acergy Awarded $400 Million

Pipeline Contract from Petrobras........ccccccevuuee. 2

US Arrests Ex-South American

Officers Suspected of War Crimes........cccecuuee. 2
Page 1 of 3



Inter-American Dialogue’s Latin America Advisor

Acergy Awarded $400 Million
Pipeline Contract from Petrobras

Norwegian underwater engineering
and construction firm Acergy said
Tuesday it was awarded a $400 mil-
lion pipeline contract from Brazilian
state-owned oil and gas company
Petrobras. In a press release, Acergy
said the contract is for the installa-
tion of a 120-kilometer gas export
trunkline from a platform in Brazil's
Mexilhao offshore field to the city
Caraguatatuba along the coast of
Sao Paulo state. The pipelay pro-
gram will start in the first quarter of
2008, Acergy said.

US Arrests Ex-South American
Officers Suspected of War Crimes

US authorities have arrested three
former South American military
officers suspected of war crimes,
Reuters reported on Tuesday. The
three officers, who were arrested on
immigration violations, include
Ernesto Guillermo Barreiro, a
retired Argentine army major who
the US said is accused by Argentine
authorities in the torture and deaths
of several people during Argentina's
1976 to 1983 military government,
as well as two former Peruvian
Army officers accused in the 1985
killing of 69 villagers.

PDVSA Increases Bond Offer
by 50 Percent to $7.5 Billion

Venezuela's state-owned oil compa-
ny PDVSA has increased its bond
offer by 50 percent to $7.5 billion,
Bloomberg News reported on
Tuesday. Finance Minister Rodrigo
Cabezas said more than 350,000
investors placed orders for the dol-
lar-denominated bonds, more than
three times the offering's size. The
bond offer increase makes the trans-
action Latin America's biggest cor-
porate bond sale ever, according to
Bloomberg News.
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Economic News

Brazilian Govt. Demands Air Traffic
Controllers Withdraw Strike Threats

Brazil's government on Tuesday called
short a meeting with military air traffic
controllers and said it would suspend
negotiations if the controllers did not
withdraw threats to go on strike, Reuters
reported. "We want to hear everybody
involved—but calmly, not with a knife to
the back,” Planning Minister Paulo
Bernardo was quoted as saying, referring
to the strike threats. Some 100 controllers,
o most of them  Air
‘ < Force staff, staged a
one-day strike on
Friday, causing air
traffic to come to a
halt at all of Brazil's
67 commercial air-
ports. The controllers
Bernardo held the strike to
Photo: Agencia Brasil. ~ protest poor pay, the
transfer of some top workers to other
cities, and safety equipment concerns.
They also demanded that air traffic con-
trol be transferred to civilians. Brazilian
President Luiz Inacio Lula da Silva has
come under fire by the military and the
local media for not taking stronger action
against the striking Air Force controllers,
who military prosecutors want to indict
for insubordination. Since last September,
when Brazil's worst airline disaster
exposed flaws in the country's aviation
system, air passengers have experienced a
slew of flight delays and cancellations due
to a work slowdown by the disgruntled
controllers. Analysts told the Advisor in
December that the government needs to
invest more in its air traffic control system
to replace aging equipment, hire more
controllers, and increase pay. [Editor's
note: see related Q&A in the December 15
2006 issue of the Advisor.]

[

Company News

Venezuelan Commission Gives Prices
for Sale of Stock in CANTYV, EDC

Venezuela's stock exchange commission
on Tuesday gave prices for the government
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takeover of stocks in CANTV and
Electricidad de Caracas (EDC), the
country's biggest telecom and electricity
distribution companies, respectively, and
lifted its suspension of trade in the shares,
paving the way for the planned national-
ization of the two companies to go for-
ward, Reuters reported. The commission
said the American Depository Shares of
CANTV would be bought at $14.85 per
share, the same price offered by the gov-
ernment to Verizon Communications,
which holds the largest single stake—28.5
percent—in the company. For EDC's
stock, the government will pay the same
price of 588 bolivars ($US 0.27 cents) per
share it agreed for the 82 percent stake
held by US power company AES, the com-
mission said. Econoinvest, the brokerage
coordinating the operation, said the offer
would be held between April 9 and May 8,
but noted that the CANTV offer would
depend on formal approval by the US
Securities and Exchange Commission,
according to Reuters. Shortly after his
inauguration to a second six-year term in
January, Venezuelan President Huo
Chavez announced the nationalization of
CANTV and EDC, in keeping with his
vision of "21st century socialism" in
Venezuela.

Embraer to Invest $40 Million This
Year to Expand Asian Business

Brazilian jetmaker Embraer said
Wednesday it would spend $40 million
this year on expanding its Asian business,
Reuters reported. Embraer said its growth
plans included agreements with service
providers that will allow it to offer training
and spare parts to customers in the region.
Embraer, which has 128 aircraft orders
from the Asia-Pacific region and China on
its books, said in November that it hoped
to sell at least 200 jets in Asia, excluding
China, over the next two decades with
most of the demand coming from India,
Japan and Australia, Reuters reported. An
Embraer executive said Wednesday that
the company, the world's fourth-largest
maker of commercial aircraft, expects to
sell more than 600 jets to China, or 60 per-
cent of sales to the Asia-Pacific region,
over the next 20 years, according to a
Bloomberg News report.
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machinery and equipment purchases.
Meanwhile, consumption will rise 4.9
percent this year, mostly explained by
strong private consumption, which in
turn is being underpinned by expanding
credit conditions, declining unemploy-
ment, and, once again, improved domes-
tic security. Accordingly, J.P. Morgan has
lifted its GDP growth forecasts for 2007
to 6.0 percent oya (from the previous 5.0
percent) and for 2008 to 5.5 percent
(from 4.7 percent). Meanwhile, headline
CPI inflation reached 5.78 percent oya in
March, up from the already high 5.25
percent reported in February and well
above the central bank's 3.5-4.5 percent

€€ Despite improved tax
receipts ... public expenditure
pressures remain, especially
those stemming from the

social security and armed
forces areas.”

—Sergio Clavijo & Carlos Rojas

inflation target range for 2007. Although
the sharp increase is mostly explained by
weather-related supply shocks, the
strong acceleration of domestic demand
is also adding inflation pressures. Given
the economy's robust expansion and the
unmistakable pressure on prices, the
central bank will likely maintain its
tightening bias at least through the sec-
ond quarter of the year, which could
eventually moderate the fast pace of
growth."

Guest Comment: Sergio
Clavijo & Carlos Rojas : "ANIF
expects the Colombian econo-
my to grow 5.3 percent during
2007, based on continued internal
demand growth (currently at 10 percent
annually), and supported by the 27 per-
cent real growth in fixed investment dur-
ing 2006. Steady increases in capital
expenditures over 2003-2006 have raised
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the capital-output ratio to 25 percent,
setting sustainable growth levels above 5
percent for the period 2007-2010. An
improved sense of local security and
investor-friendly legislation have raised
FDI to historic records (close to $5 bil-
lion, equivalent to 4.5 percent of GDP)
in recent years. The Colombian central
bank has been able to reduce inflation to
4-5 percent per year, completing seven
years of single-digit inflation rates.
Long-term inflation is expected to con-
verge to a 2-4 percent range before 2010.
However, structural fiscal deficits (close
to 4 percent of GDP on behalf of the
central government) currently threatens
monetary policy. Despite improved tax
receipts (growing at 10 percent in real
terms annually in recent years), public
expenditure pressures remain, especially
those stemming from the social security
and armed forces areas. Structural con-
straints to the budgeting process limit
the space for fiscal maneuvering. For
instance, a constitutional reform (cur-
rently being discussed at Congress) is
likely to end up increasing net transfers
to territorial entities (above 45 percent of
tax-revenues), further deteriorating the
fiscal stance. Another area of concern has
to do with executive pressures on the
central bank to intervene in the foreign
exchange market to fight an appreciation
of the currency, all of which might [put
at risk] the inflation target of 4 percent
for 2007."

Mauricio Cardenas is Executive Director
of the Foundation for Higher Education
and Development (Fedesarrollo) in
Colombia.

Luis Oganes is Co-head of Latin America
Research at ].P.Morgan Chase & Co.

Sergio Clavijo is President and Carlos
Rojas is Vice President of the National
Association of Financial Institutions
(ANIF) in Colombia.
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