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LATIN AMERICA ADVISOR

Featured Q&A With Our Board of Advisors

A bipartisan group of US law-

makers last week introduced

legislation that would give Latin

America $2.5 hillion in develop-
ment aid over the next 10 years. Will the
aid be approved? What impact would it
have in Latin America? How far would it
go toward improving the US' image in the
region?

Board Comment: John Maisto:

"This bipartisan initiative is an

important message to the

Hemisphere—amid the negative
messages on immigration reform and a
Colombia FTA—that the US cares and
wants to be more engaged. That it is bipar-
tisan makes passage hopeful, although not
a sure thing. To be most effective among
Latin Americans and Caribbeans, this aid
should be clearly and explicitly directed to
people through education (including
teacher training, with its multiplier effect,
and higher education aimed at expanding
opportunity to make the region more com-
petitive), health (such as health ship visits
and clinics in poor areas), and creative
housing programs. Measurement of results
in terms of individuals and families who
benefit should be part of the legislation.
But as welcome and timely as this approach
is—in theory in addition to existing aid
levels of about $800 million and upwards
of $1 billion for the Millennium Challenge
Account—the needs of a region with 40
percent poverty and a struggling middle
class are much more than the US can pro-

Inside This Issue

vide. That is why, country by country, the
best combination of trade and investment-
fueled growth, job creation, and reform,
plus vigorous attention to health, educa-
tion, and housing is the challenge for lead-
ers and elites who have to deal with sim-
plistic populism. A US approach divided
among  reform-linked  Millennium
Development grants, growth through
trade, new USAID funding and a similar
IDB increase, more World Bank support,
and invigorated public-private partner-
ships together are an important way for-
ward. Changes in perceptions about the US
in the region will depend on opportunities
people there see to improve their own and
their children's lives."

Continued on page 3

PHOTO OF THE DAY

Ecuadorean President Rafael Correa
signed a decree Thursday requiring for-
eign oil companies to hand over more
revenue to the government. See story
on page 2.

Photo: Carondelet.
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Pinochet's Widow, Children
Arrested for Embezzlement

The widow of former Chilean dicta-
tor Augusto Pinochet and their five
children were arrested Thursday on
charges they embezzled millions of
dollars and hid them away with the
help of Washington, DC-based
Riggs Bank and other US banks,
AFP reported. Another 17 people,
many of them former aides and
lawyers, were also arrested.

Paraguay's Vice President
Resigns to Run for President

Paraguayan Vice President Luis
Castiglioni submitted his resigna-
tion to Congress Thursday in order
to run for the presidency and com-
ply with a constitutional rule requir-
ing candidates to quit their current
posts at least six months before the
election, the Associated Press report-
ed. Castiglioni is challenging former
Education Minister Blanca Ovelar
and party president Jose Alderete for
the ruling Colorado Party's nomina-
tion ahead of the April 20 election.
There he would face opposition-
backed former Roman Catholic
bishop Fernando Lugo.

Guatemala to Establish Diplomatic
Relations with North Korea

Guatemala said Thursday it would
establish diplomatic relations with
North Korea now that the Asian
country has agreed to suspend its
nuclear activities, Reuters reported.
Guatemalan Foreign Minister Gert
Rosenthal said the gesture was
aimed at strengthening ties with
South Korea. North Korea requested
diplomatic ties with Guatemala four
years ago. Over 20 Latin American
countries and more than 100
nations worldwide have diplomatic
ties with the isolated Asian nation.
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Economic News

USTR: US Will Not Renegotiate
with Costa Rica if FTA Rejected

The United States will not renegotiate a
proposed free trade agreement with Costa
Rica if the Central American country
rejects the deal, US Trade Representative
Susan Schwab said Thursday. "It is diffi-
cult to imagine any US administration
renegotiating the current agreement or
negotiating a new trade agreement with
Costa Rica if this agreement is rejected.
The opportunity for Costa Rica to enjoy
the benefits of regional free trade is now,"
Schwab said in a statement. Costa Ricans
are set to vote on ratification of the US-
Central America Free Trade Agreement
(CAFTA) this Sunday in a nationwide ref-
erendum, the first time a free trade pact
has been put to the ballot in Latin
America. A poll last week found that 50.6
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trade benefits under the Caribbean Basin
Initiative, contradicting top congressional
Democrats. According to Reuters, US
Senate Majority Leader Harry Reid and
House Speaker Nancy Pelosi said in a
recent letter that Costa Rica would not
lose its CBI benefits, which are scheduled
to expire next year, if the free trade agree-
ment is rejected. But Schwab said "the
United States has never faced a situation
where one of our trading partners rejects a
reciprocal trade agreement with the
United States, but continues to seek uni-
lateral trade preferences." [Editor's note:
look for Q&A on the outcome of the ref-
erendum in Costa Rica in an upcoming
issue of the Advisor.]

Correa Orders Foreign Oil Firms
to Give More Revenues to the State

In a surprise move, Ecuadorean President
Rafael Correa on Thursday decreed that

¢ The opportunity for Costa Rica to enjoy

the benefits of regional free trade is now.

percent of Costa Rican voters would sup-
port the trade deal, while 44.7 percent said
they would oppose it. The poll had a mar-
gin of error of 3.8 percent. President Oscar
Arias and some businesses say the trade
agreement would bring
needed investment and
jobs to the country.
Arias says it would be
"collective suicide" if the
country doesn't ratify
the accord. Opponents

Schwab. argue that the deal will
Photo: US State flood the local market
Department. with cheap imports and

limit the country's sovereignty by submit-
ting investment disputes to international
arbitration. Costa Rica is the only nation
that has not ratified the trade accord with
the US, Guatemala, El Salvador,
Honduras, Nicaragua, and the Dominican
Republic. Schwab also said in the state-
ment released Thursday that if Costa Rica
rejects a free trade agreement with the US
it would not necessarily enjoy continued

»

— Susan Schwab

foreign oil companies hand over nearly all
of the extra revenues generated by high oil
prices to the government, Reuters report-
ed. In the decree, Correa raised the share
foreign oil companies must give the state
from revenues above an established con-
tractual price to 99 percent from the 50
percent established in a controversial law
approved last year, a move the government
expects to result in an additional $700 mil-
lion per year in revenue. "The government
of the citizens' revolution believes the cur-
rent law is not enough," Correa was quot-
ed as saying. "Today we decree these extra
revenues be distributed in a more just
way." The decree comes in the wake of
Correa's victory in a nationwide vote on
Sunday to elect a new assembly tasked
with rewriting the Andean nation's
Constitution. Preliminary vote counts
indicate Correa's supporters won as many
as 80 seats in the 130-seat assembly. After
the vote, Correa said the government
would renegotiate concession contracts
with oil firms, pledging that the negotia-
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tions would be "friendly." The biggest for-
eign oil companies operating in
Ecuador—Brazil's Petrobras, Spain's
Repsol, France's Perenco, and China's
Andes Petroleum—have agreed to revi-
sions to the contracts. However, compa-
nies reacted negatively to the law passed
last year requiring them to hand over 50
percent of extra oil revenues to the gov-
ernment, with some threatening lawsuits,
and were not expected to welcome
Thursday's decree. An unnamed legal
advisor to Correa cited by Reuters said the
government was ready to confront inter-
national and national arbitration over the
increase. Oil Minister Galo Chiriboga said
he was confident the companies would
not leave the country over the decree,
according to Reuters. Chiriboga said the
decree was meant to serve as leverage in
the planned contract renegotiations,
through which the government aims to
sell the oil extracted by the companies and
pay them a service fee. "If they don't like
their participation after the hike, we have
to sit down and talk," Chiriboga was quot-
ed as saying. Private oil companies operat-
ing in Ecuador extract nearly half of the
country's average daily output of around
530,000 barrels, according to Reuters.
[Editor's note: look for Q&A on Correa's
decree in next week's issue of the Latin
America Energy Advisor.]

Political News

Cousin of Colombian President
Uribe Resigns Senate Seat

Colombian President Alvaro Uribe's
cousin Mario Uribe stepped down from
the country's Senate Thursday amid alle-
gations he colluded with right-wing para-
military groups, Reuters reported. He is
the latest lawmaker implicated in
Colombia's growing so-called parapolitics
scandal, in which 14 lawmakers have been
jailed and await trial on suspicion they
colluded with the paramilitary groups,
which formed in the 1980s to fight leftist
guerrillas. Mario Uribe denies any wrong-
doing. By stepping down, the long-time
political ally of the president is protecting
himself from an investigation by the
Supreme Court, whose rulings on public
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Featured Q&A
Continued from page 1

Guest Comment: Raul Herrera:
"I believe this level of assistance
will be approved, although it
may be at the expense of exist-
ing budget line items, i.e. from author-
ized funding for the Inter-American
Development  Bank  (IDB), the
Millennium Challenge Corporation, or
some similar organization. With the cur-

¢ This level of assistance ... will
do little to improve the poor
image of the US in the region,
which some would say is a
result of sheer neglect and

distractions from other regions

of the world.”?

— Raul Herrera

rent political landscape in Latin America,
the importance of the US enhancing its
presence in the region has been driven
home to certain members of Congress
interested in Latin America, and in par-
ticular in funding activities that go
beyond anti-terrorism, border control,
and anti-narcotics. It is an interesting
sum, but its impact in the region will be
greater if this assistance is leveraged with
additional funds from other sources and
targets the engines of growth in Latin
America: small- and medium-sized
enterprises. This level of assistance ($2.5

billion) over the projected period of 10
years, however, will do little to improve
the poor image of the US in the region,
which some would say is a result of sheer
neglect and distractions from other
regions of the world. And this issue is not
just about the amount of money the US
provides in assistance. Rather the effort
should be on increasing the formal and
informal channels (diplomatic and oth-
erwise) with all of the countries in the
region and on broadening the discussion
and funding to issues that alleviate
poverty and increase employment. A
prime example of the wise use of taxpay-
er resources is the Multilateral
Investment Fund administered by the
IDB."

Guest Comment: Cynthia

Arnson: "This is a welcome

bipartisan initiative, designed

to put muscle behind a stated
US commitment to the expansion of
social and economic opportunity in
Latin America. Close to 40 percent of the
region's population are poor—defined as
living on $2 per day or less—and income
inequality is higher in Latin America
than anywhere else in the world. Despite
the return of macroeconomic stability as
a result of structural reforms adopted as
part of the "Washington Consensus,'
poverty and inequality remain stubborn-
ly entrenched. Elites and the public alike
are demanding measures beyond the
market to address chronic social deficits
that have fueled the region's so-called
'shift to the left." For six years, Bush
administration policy toward Latin

Continued on page 4

officials cannot be appealed. He still faces
a probe by the country's attorney general,
who in July started investigating his rela-
tionship with Salvatore Mancuso, a jailed
paramilitary warlord who has testified
against members of President Uribe's
inner circle. Mancuso says Mario Uribe
asked him to support his 2002 Senate
campaign. The attorney general is also
considering allegations Mario Uribe

bought real estate at below-market prices
from owners who were coerced by para-
militaries into selling their properties. His
lawyer has declined to comment on the
specific accusations, according to Reuters.
The widening scandal has threatened a
US-Colombia free trade deal, as many US
lawmakers doubt the government's com-
mitment to prosecute paramilitaries
accused of murdering labor unionists.
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Featured 0&A
Continued from page 3

America remained focused on prescrip-
tions for free trade and the fight against
narcotics. That began to change in
March 2007, when President Bush made
a five-country swing through the region,
emphasizing questions of 'social justice.'
Only months earlier, however, the presi-
dent had introduced a foreign aid budg-
et that contained significant reductions
in development assistance to Latin
America, including child survival and
health programs. Providing more money
to the US Agency for International
Development for education, housing,
and healthcare programs, and encourag-
ing the Inter-American Development
Bank to expand microcredits and lever-
age the remittances sent home by immi-
grants to the US promise to put the US
more visibly on the side of social
progress in the region. This will especial-
ly be true if new US assistance programs
are made available to Latin America's
middle-income countries, which are no
longer eligible for economic assistance
but actually contain the greatest number
of the region's poor. In the current budg-
et climate, however, and in light of a
pending administration request for $190
billion for the wars in Iraq and
Afghanistan, this Congress may be reluc-
tant to shoulder a broader US commit-
ment to economic development in the
region.”

Board Comment: Peter Hakim:

"This is not a lot of money. But

it should generate additional

support from the region and
from multilateral aid institutions, and
more importantly, it is directed to the
right issues—Latin America's neglected
agenda of social deficits. These are the
region's biggest challenges and will
importantly shape Latin America's polit-
ical and economic future. These chal-
lenges include widespread poverty, deep
and pervasive economic inequalities,
racial and ethnic discrimination, and the
dismal quality of public services avail-
able to most Latin Americans. In recent
years, the US has not shown much inter-
est in these problems—until President
Bush gave them some emphasis during
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his trip to Latin America last spring,
which was followed by a White House
conference on social justice in Latin
America. In part, at least, Washington
was responding to the success that Hugo
Chavez has had in exploiting Latin
America's social challenges to promote
his anti-US, anti-neoliberal, anti-tradi-
tional politics across the region. The pro-
posal has a good chance of gaining con-
gressional approval and President Bush's
signature. The brainchild of Senator Bob
Menendez, and now also sponsored by
Senator Mel Martinez (who also chairs
the Republican Party), it has garnered
wide bipartisan support. Most members
of Congress (on both sides of the aisle)
are unhappy with the state of US rela-
tions with Latin America, and want the
US to play a more active and construc-
tive role in the region. This measure
would not, by itself, be anywhere near
enough to restore the trust, influence,
and goodwill the US should have in the
region. It is a good and important start,
but it will have to be supplemented by
other initiatives—regarding trade and
economic  cooperation, migration
reform, and new approaches to the anti-
drug effort, for example—and by a
broader willingness of the US govern-
ment to respect the international rules
and institutions it once championed."

John Maisto is a member of the Advisor
board, Director of the US Education
Finance Group, and a former US
Ambassador to the Organization of
American States.

Raul Herrera is a Partner in the
Corporate and Securities Practice at
Arnold & Porter LLP and a former
General Counsel of the Inter-American
Investment Corp.

Cynthia Arnson is Director of the Latin
American Program at the Woodrow
Wilson International Center for Scholars.

Peter Hakim is a member of the Advisor
board and President of the Inter-
American Dialogue.
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