
QPeruvian President Alan Garcia
on Saturday marked the comple-
tion of his first year in office amid
strong economic indicators but

faltering popularity among the poor and
low-income classes who are growing
impatient for change. Will they see that
change under Garcia? What does Peru
need to do to turn the corner? 

AGuest Comment: Abe Lowenthal:
"Alan Garcia was elected in 2006
as the 'lesser evil,' but even in
winning Garcia lost in fifteen of

the country's twenty-five electoral districts,
in many by overwhelming margins. The
half of Peru's population that is left outside
the thriving modern sector, principally in
the southern highlands and the eastern jun-
gle, supported the outsider, anti-system
candidate Ollanta Humala, as they had sup-
ported previous outsiders Alberto Fujimori
and Alejandro Toledo, who rode to victory
with their support. It is not surprising,
therefore, that Garcia's popular support is
low, mainly in the regions where he fared so
badly in the 2006 election. Humala has
largely self-destructed as a viable opposi-
tion leader, but the strong anti-system con-
stituency remains to be mobilized.
Reducing that destabilizing constituency
will be difficult as long as the benefits of
globalization and Peru's insertion into the
world economy fail to reach Peru's poor,
often indigenous people. Incorporating
them into Peru's modern sector is not easy,

particularly when parties and institutions
are very weak and rates of illiteracy and the
unskilled remain high. There are no quick
solutions. Investment in rural develop-
ment, improved infrastructure, focused
efforts to strengthen education, and sym-
bolic recognition are all required, not sim-
ply as rhetorical promises but as consistent
and implemented priorities."

AGuest Comment: Javier Diez
Canseco: "Peru is experiencing
frustration. The president's
approval rating oscillates

between 32 and 24 percent in spite of the
economic boom since few, except transna-
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PHOTO OF THE DAY

Chilean billionaire Sebastian Pinera
yesterday severed ties with his busi-
ness career in order to focus on public
service. See related story on page 2.

Photo: LAN Chile.

Continued on page 2



Political News

Kirchner Calls US Border Wall 
Construction an Insult to Region

Argentina's president yesterday criticized
US efforts to construct a wall on the bor-
der between the US and Mexico to control
illegal migration. Speaking before
Mexico's Congress on a state visit Tuesday,
Nestor Kirchner said that his nation
"repudiated" the construction of the

"undignified wall" that is being built on
the border between Mexico and the US,
according to a government press release.
Kirchner said that the wall was an affront
to all Latin Americans, not only Mexicans.
"It's not just an insult to our sister nation
of Mexico, but to all the nations of Latin

America and all the nations of the world,"
Kirchner said in his congressional address.
Argentina-US relations have been cool
since 2002, when Argentina went through
a catastrophic currency devaluation and
sovereign bond default, which the
Washington-based international financial
institutions and the US Treasury have
been criticized for having done little to
help alleviate. Kirchner, who is sometimes
described as a populist, is often seen as
trying to bridge the left-leaning Hugo
Chavez of Venezuela and more conserva-
tive administrations, maintaining good
relations with Felipe Calderon of Mexico.

Chilean Billionaire Cuts Business
Ties, Suggests Presidential Run

Chilean billionaire and former presiden-
tial candidate Sebastian Pinera yesterday
resigned as director of airline LAN, saying
he will step away from a successful busi-
ness career, less than a month after he was
fined some $680,000 for insider trading
violations. In a television interview yester-
day, Pinera said, "Before becoming a can-
didate I have taken the decision to
absolutely relinquish from the administra-
tion and property of all the companies
that can cause controversy or generate a
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Brazil's Real Declines Slightly 
on Renewed Risk Aversion

Brazil's currency declined yesterday,
as investor risk aversion that pulled
down bourses worldwide last week
hit the largest economy in Latin
America anew. The real weakened
for the first time in three days,
Bloomberg News reported, falling to
1.89 reais per US dollar from 1.92
reais on Monday. JP Morgan Chase
said in a research report this morn-
ing that it has observed investors
reducing long positions on the
Brazilian real and Mexican peso
"significantly" during the recent sell-
off.

CVRD Posts 45 Percent Increase
in Second Quarter Profits

Brazil's CVRD, the world's largest
iron ore miner, on Tuesday reported
record second-quarter net profits on
high nickel and iron ore prices.
Gross revenue was $8.9 billion, 45
percent more than the second quar-
ter of 2006, and 15.9 percent higher
than the previous record of $7.7 bil-
lion in the first quarter this year.
Revenue in the first half of 2007 was
$16.6 billion as opposed to $10.8
billion in the same period last year.

AGCO Reports 61 Percent Increase
in South American Revenue

Georgia-based farm equipment
maker AGCO reported yesterday
that its South American revenue
rose 61 percent in the second quar-
ter of 2007, as demand for tractors
and combines in Brazil and
Argentina rose. Retail units of trac-
tors sold in South America rose 35
percent in the first half of 2007,
compared to the same period of
2006. The company has projected
sales in Brazil will increase as much
as 50 percent this year as the ethanol
and sugarcane industries expand,
according to a Web site press release.

Nestor Kirchner addressed Mexico's
congress yesterday.
Photo: Argentine government.

tionals, reap its rewards. Inequality and
social injustice feed the unrest, while the
president's promises for change remain
unaddressed. His recent message doesn't
indicate a new turn. There's neither a tax
reform—to make those who earn more
pay more—nor a tax on windfall mining
revenue that would give the country
resources to invest more in education
and public health, in water and sanita-
tion, in infrastructure, in social pro-
grams, or in support to rural areas,
where poverty is concentrated. Nor has
he proposed wage hikes, even though
prices for bread, pasta, chicken, and fuels
have increased and most workers are
informal or are abused by outsourcing
and the precarious nature of jobs (serv-
ices and contracts), with meager salaries
and with more than eight work hours
per day. On top of that, Garcia governs

in alliance with the followers of
Fujimori—a corrupt, human rights vio-
lator—and the political and economic
right. This portends economic policy
continuity and political management
plagued by corruption and abuse of
power, responding to social demands

with militarization and repression.
Change, it appears, will not come from
the heights of power but will be the fruit
of social and political mobilizations.
These have already happened in 12
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“ Change, it appears, will 

not come from the 

heights of power...”
— Javier Diez Canseco
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conflict of interests with my life's calling,
which is public service," Mercopress
reported. "I'm willing to be presidential
candidate and I'm preparing for it," he
said. LAN reported net income of $42.6
million for the second quarter of 2007, a
158 percent increase compared to net
income in the second quarter of 2006.

Company News

SABMiller Posts Latin America
Volume Gains on Strong Economies

Brewing giant SABMiller posted volume
gains in Latin America in the second quar-
ter of 12 percent. "Strong volume per-
formances in Colombia and Peru reflect
continuing favorable economic conditions
and the ongoing impact of our initiatives
to rejuvenate the beer category," company
CEO Graham Mackay said yesterday in a
Web site press release. The company has
introduced new containers and brands
and increased investment in marketing as
well as in merchandising. In Colombia,
SABMiller's biggest brand, Aguila, was
relaunched in the quarter. In Peru, vol-
umes of its leading brand, Cristal, "remain
strong following the recent packaging
changes."

Global Crossing Phases Out Impsat
Brand, Launches New Products

Global Crossing yesterday said it was
phasing out the Impsat Fiber Networks
brand after acquiring the company earlier
this year. A new service portfolio will be
marketed under the Global Crossing
brand, offering nearly 100 products
organized under eight targeted solution
areas. The company will focus on the
enterprise market's increasing demand for
integrated solutions that offer cost effi-
ciency and more complexity, Global
Crossing's Argentina unit said in a press
release. Industry research firm Frost &
Sullivan has projected that adoption of IP
telephony services in Latin America will
grow faster than in any other region, at
nearly double the estimated pace of global
growth. Global Crossing fell on hard times
after the 2001 telecom slowdown, but now
has more than 5,000 employees.
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WASHINGTON, DC—Venezuelan President Hugo Chavez envisions
Banco del Sur as a key component of his larger Latin American inte-
gration project. In theory, Banco del Sur—a South American devel-
opment bank for South America—would eliminate the region's
reliance on international financial institutions (IFIs), such as the
World Bank, IMF, and IDB.

But amid declining demand for financing from IFIs throughout the developing world,
a South American development bank would be redundant. High commodity prices,
generally low inflation, and favorable access to private capital flows are sustaining pos-
itive economic growth, high foreign reserves, and fiscal and trade surpluses.

Flush with liquidity, countries such as Argentina, Brazil, and Venezuela have paid off
their debts to the World Bank and IMF. Furthermore, while Chavez and Ecuadorean
President Rafael Correa see the establishment of Banco del Sur as the first step toward
a regional stabilization fund and a common regional currency, the declining presence
of the IMF in the region (less than $3 billion in 2007, down from $50 billion in 2002)
demonstrates the declining need for such a mechanism.

While seven countries—Argentina, Bolivia, Brazil, Ecuador, Paraguay, Uruguay, and
Venezuela—have signed on as founding members, the politics of South American inte-
gration have delayed the signing of the bank's charter. Disagreements over the bank's
functions, size, and financing structure may not be easily resolved, especially in light of
recent scandals that have led to the ouster of Argentine economy minister Felisa Miceli
and her Ecuadorean counterpart Ricardo Patino.

Shrugging off initial reluctance, Brazil agreed to join Banco del Sur in May but condi-
tioned its entry on terms that all members would commit an equal part of seed capi-
tal: between $300 and $500 million for a total of around $3 billion. Chavez had pledged
$1.4 billion and wanted Brazil to match this commitment toward a total of $7 billion.

These are modest sums. In 2006, the World Bank and the IDB each lent about $6 bil-
lion to the region, while the Andean Development Corporation (CAF) contributed $5
billion, which represented over half of all development funds for the five Andean coun-
tries. Brazil's national development bank (BDNES) lends almost $30 billion annually.
And while representing less than $1 billion of annual lending, the Fund for the River
Plate Basin (FONPLATA) includes five Banco del Sur countries.

Under the presidency of Luis Alberto Moreno, the IDB—which some see as the insti-
tution most threatened by Banco del Sur—has a new management structure and a
focus on new initiatives, such as promotion of entrepreneurship. While critics claim
that the reorganization has not gone far enough, the technical expertise and client rela-
tionships gained over almost a half century give the IDB a significant advantage over a
newly created institution.

So where does Banco del Sur fit in? If and when it sees the light of day, Banco del Sur
will be a medium-sized development bank, coexisting with other IFIs at a time of
receding relevance for all such institutions.

Marifeli Pérez-Stable is Vice President for Democratic Governance at the Inter-American
Dialogue. Christian Gómez is Program Assistant at the Dialogue.

Around the Hemisphere
A Monthly Perspective by the Dialogue's Marifeli Pérez-Stable

with Christian Gómez

Where Does Banco del Sur Fit In?



regions of the country in four months,
including the National Day of Struggle
on July 11 and an agrarian strike. The
union of political and social forces
searching for a great change of direction,
like the open processes in Bolivia,
Ecuador, and other places in Latin
America, could herald this possibility."

ABoard Comment: Carlos Mateo
Paz-Soldan: "Peru's centuries-
old structural and social prob-
lems will not be solved in one

year or in one presidency. To Garcia's
credit he is continuing, and improving
upon, the successful policies of his pred-
ecessors, which have contributed to
Peru's high growth rates and have lifted
hundreds of thousands of Peruvians out
of poverty. Garcia's proposals for com-
bating poverty and regional disparity—
including the conclusion of a free trade
agreement with the US, the infrastruc-
ture investments associated with the
exporting highlands program, the
reforms associated with the 'internal
FTA,' the long-delayed changes in the
educational system, and further decen-
tralization—are the correct ones. In
boldly taking on the powerful teacher's
union, which opposed greater accounta-
bility and standards testing for its mem-
bers, and whose crippling strikes were
given widespread press coverage, Garcia
is beginning to grapple with Peru's dis-
mal educational levels. Tied in with the
educational reforms is the fact that in
spite of increasingly available resources,
there is a glaring lack of qualified per-
sonnel to implement necessary infra-
structure projects that will help address
poverty in the newly decentralized
regions. Garcia is largely on the right
track, although Peruvians are unlikely to
see the full results until years after his
presidency. In the interim, US congres-
sional ratification of the pending Peru
FTA would provide Garcia with an
immediate boost."

AGuest Comment: Michael
Shifter: "Nowhere in Latin
America today are the pro-
foundly unsettling political

implications of vast inequality clearer
than in Peru. The country's economy is
booming and poverty levels are drop-
ping, yet at the same time popular frus-
tration and resentment are mounting,
expressed in recent waves of street
protests by a variety of key unions,
including teachers and miners. To his
credit, in his annual address last
Saturday Garcia recognized the sour
mood and identified combating poverty
as a high priority. Though the unusually
intense social turbulence has temporari-
ly subsided, it could well reemerge unless
his government tackles the long-neglect-
ed task of serious state reform, not only
in social sectors like education and
health, but also in justice and security
institutions. The Congress and opposi-
tion parties also have a central role to
play in forging common ground for such
a reform agenda. Moreover, Garcia's
commitment to decentralization is com-
mendable, though instead of setting up
regional and local authorities for failure
because of their inability to spend
resources wisely, the national govern-
ment might work constructively with
those authorities to carry out urgent
social projects. Garcia will have a hard
time maintaining social peace and
achieving his ambitious goal of reducing
Peru's poverty level from 44 to 30 per-
cent by 2011 without taking essential
steps to overcome deepening mistrust in
a country so sharply divided both social-
ly and geographically." 

Abe Lowenthal, a founding director of
the Inter-American Dialogue, is a
Professor of international relations at the
University of Southern California.

Javier Diez Canseco is a former con-
gressman in Peru and was presidential
candidate for the Partido Socialista del
Peru.

Carlos Mateo Paz-Soldan is a Partner at
Saul Ewing, LLP.

Michael Shifter is Vice President for
Policy at the Inter-American Dialogue.
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