
QWith oil prices nearing the $100
per barrel mark, economists are
saying the chances are growing
that the United States could fall

into a recession next year. How well pre-
pared is Latin America for a US economic
contraction? Which countries in the
region are most vulnerable, and how will
they cope?

AGuest Comment: Jonathan
Heath: "In general, countries
around the world have become
less vulnerable to the US business

cycle. Part of the reason is the growing par-
ticipation of China in the global economy.
In spite of a possible US recession, China is
expected to grow near 12 percent in 2007
and 2008. This means that commodity
prices are likely to remain high and terms
of trade relatively favorable for most Latin
American countries. Nevertheless, not all
countries in the region benefit from the
Chinese syndrome. Mexico, Costa Rica,
and El Salvador remain especially vulnera-
ble, as most of their exports are directed to
the US market. Costa Rica is especially
dependent on Intel's exports, which repre-
sent between 15 and 20 percent of total
exports. Although the political environ-
ment has been somewhat difficult lately
with the struggle to approve DR-CAFTA,
the economy has been profiting from eco-
nomic growth. Recent data show signifi-
cant declines in poverty and unemploy-
ment. If the US recession coincides with

the approval of DR-CAFTA, the free trade
agreement could begin on the wrong foot.
Nevertheless, Costa Rica is probably a net
exporter of remittances, given the high
proportion of Nicaraguan workers in the
country. El Salvador has been improving as
it attracts more FDI and has benefited from
rising exports and wage remittances. Given
that non-traditional exports have been the
backbone of the economy, a US recession
would slow export growth and reduce wage
remittances. Most other countries of the
region are less vulnerable to a US slow-
down. Nevertheless, if a recession causes a
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Ecuador's Congress voted Thursday to
defy President Rafael Correa and con-
tinue working despite plans by a new
assembly to take over Congress' duties.
See story on page 2.
Photo: Carondelet.



Political News
Ecuadorean Congress Votes to Keep
Working; Defies Assembly, Correa

Ecuador's Congress voted Thursday to
continue working and defy a new assem-
bly charged with rewriting the country's
Constitution, Reuters reported.
Lawmakers voted in favor of delaying a
year-end recess so that they could contin-
ue to work despite plans by the assembly,
controlled by supporters of President
Rafael Correa, to take over congressional
powers when it convenes for six months of
debate on constitutional reforms later this
month. "We are going to continue working
because that is the only way we can count-
er the government's planned coup against
the legislature," opposition lawmaker Luis
Almeida was quoted as saying. "We will
only leave if they force us out with bayo-
nets." The move by Congress sets up a
showdown with Correa and the assembly
in a country marked by political instabili-
ty in recent years, with three presidents
being toppled in the last decade. Correa,
who took office in January, proposed the
assembly as a means to reform Ecuador's
political system and curb the influence of
traditional parties. Alberto Acosta, a sup-

porter of Correa who will lead the 130-
member assembly, asserted that Congress
will be shut down once the assembly con-
venes. "When we get into office, lawmak-
ers will have to go home, without pay or
immunity," Acosta was quoted as saying
by Reuters. "The country will change."
Acosta said the assembly could vote on
future bills proposed by Correa or a small-
er assembly commission could take the
role of Congress.

Venezuelans Evenly Split 
on Constitutional Reforms

Venezuelans are evenly split on constitu-
tional reforms proposed by President
Hugo Chavez, Bloomberg News reported
on Thursday, citing a poll by Hinterlaces.
Among citizens who say they will definite-
ly vote in a December 2 referendum on the
reforms, 45 percent said they support
them, while 43 percent said they are
opposed. The nationwide telephone sur-
vey of 1,113 Venezuelans, ages 17 and
older, was taken November 6-9 and had a
margin of error of 4.08 percentage points.
Only 61 percent of respondents said they
would definitely participate in referen-
dum. Chavez and Venezuela's National
Assembly, which is dominated by the pres-
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Argentina to Raises Taxes on 
Oil and Oil-Derivative Exports

Argentine officials said Thursday the
country will raise taxes on exports
of oil and its derivatives in order to
reign in domestic fuel prices,
Reuters reported. Export taxes will
be raised as international oil prices
go up. "With international petrole-
um prices and their derivatives reg-
istering strong increases in recent
months, it is necessary to shield the
local economy and protect con-
sumers," the economy ministry said
in a statement.

Inflation Hits 14-Year 
High in Panama

Inflation hit a 14-year high in
Panama last month amid high ener-
gy prices, Bloomberg News reported
on Thursday. Consumer prices
increased 5.5 percent year-on-year
in October and 0.5 percent com-
pared to the previous month. Costs
for transportation and utilities
soared as oil, electricity, and natural
gas prices rose. Housing costs also
grew after an 18.5 percent expansion
in the construction industry in the
second quarter. Economic growth
reached 9.6 percent in the quarter.

Strong Earthquake Strikes 
Peru-Ecuador Border

A strong earthquake registering a
magnitude of 6.7 hit the Ecuador-
Peru border region on Thursday
night, Reuters reported. No injuries
were reported and there was only
minor damage from the quake,
which hit about 150 miles southeast
of Quito. The quake was felt strong-
ly in the port city of Guayaquil,
Ecuador's largest. The quake fol-
lowed a 7.7 quake on Wednesday in
Chile, which has also felt strong
aftershocks.

change in terms of trade, most of the
region will be affected."

AGuest Comment: Tim Kearney:
"Latin America's solid funda-
mentals have played a major
role in allowing asset prices,

economies, and currencies to maneuver
amid the recent global market volatility.
We have identified 'momentum' as a key
variable in the outlook, as Latin America
works through the effects of global cred-
it market instability. That doesn't mean
that the region will avoid being tagged by
a US slowdown, which we think starts in
the fourth quarter 2007 and runs three
quarters or so. Capital flows—themselves
a reflection of good growth prospects—
have continued, as reflected in the gener-

al rise in foreign exchange reserves in the
third quarter. Throughout the region,
growth momentum has continued to be
strong. Regional real GDP expanded by
5.4 percent year-on-year in the second
quarter—despite a soft 2.8 percent per-
formance from Mexico. Early data for the
third quarter show a pick-up in Brazil,
while Argentina, Colombia, and Peru
continue to grow strongly. Mexico's
monthly GDP estimator showed
stronger results in July and August,
though industrial production growth
slowed in September, and that sector
could add some drag to third-quarter
GDP growth. We note that inflation
remains a simmering issue in Latin
America. CPIs are higher, with food and
energy prices being key drivers. The
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ident's supporters, have proposed changes
to 68 articles of the Constitution, includ-
ing abolishing presidential term limits and
stripping the Central Bank of autonomy,
among other changes. Opponents of the
reforms call them a "coup" against democ-
racy in the country, while supporters
argue they will put more power into the
hands of Venezuelans. Both sides have
staged protests, some marked by violence,
in recent weeks.

Company News

Four Consortia Want to Bid on 
$3.2 Billion Panama Canal Project 

The Panama Canal Authority (ACP)
announced Thursday that four consortia
have submitted proposals for bidding on a
$3.2 billion contract to install new locks in
the waterway, Bloomberg News reported.
The groups are made up of a total of 30
companies from 13 countries, with partic-
ipants including Germany's Bilfinger
Berger AG, Mexico's Empresas ICA SAB,
Japan's Mitsubishi Corp., and the US'
Bechtel Group, the ACP said. The author-
ity said it is studying the proposals to
determine which companies will be
allowed to make formal bids for the work,
and will make a decision within a month,
the authority said today. The contract will
be awarded by the end of 2008, and the
decision will take into account price,
methods of construction, and estimate
time for completion. The locks construc-
tion project makes up 60 percent of the
total cost of the authority's $5.25 billion
expansion plan for the Canal, which aims
to widen and deepen the waterway to
allow bigger ships to pass through.

Repsol Warns Ecuador it Could Seek
Arbitration Over Windfall Oil Tax

Spanish oil and gas company Repsol
warned Ecuador it could seek internation-
al arbitration over an increase in a wind-
fall tax on oil revenues, a company
spokesman said Thursday, according to
Reuters. The spokesman, Federico Cruz,
said Repsol sent a notice to top govern-
ment officials warning that the company
could request international arbitration if

both sides don't reach an agreement in six
months, the spokesman said. "We are rati-
fying our position to negotiate [on]
friendly terms with Ecuador," Cruz, was
quoted as saying. "If that fails, we can
resort to arbitration." Last month,
Ecuadorean President Rafael Correa
Ecuador decreed an increase in a tax on oil
sales by foreign companies above a set
benchmark price in their contracts from
50 percent to 99 percent. The tax hike

came as the government seeks to renegoti-
ate its contracts with foreign oil compa-
nies, which account for about half of the
500,000 barrels of oil per day produced in
the Andean nation. US-owned City
Oriente has already filed an arbitration
claim against Ecuador for imposing the
original 50 percent windfall tax last year.
State-owned Petroecuador said last week
it would cancel its contract with City
Oriente for failing to pay the tax.
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Capitol Hill Watch
A Weekly Look at US Congressional Activity on Latin America

Lawmakers Have Reservations About Proposed Counterdrug Aid to Mexico

During committee hearings in the House and Senate on Thursday, Democrats
and Republicans alike expressed reservations about President George W. Bush's
proposed counterdrug aid package for Mexico. Senator Robert Menendez (D-
NJ) called Bush's proposal for a three-year $1.4 billion counterdrug aid package
"a very one-sided approach to a very multi-faceted problem," saying the pro-
gram channels a majority of the funding to enhanced security and allocates few
funds to economic and social development or to the improvement of human
rights in Mexico. Senator Barbara Boxer (D-CA) found it "ironic" that the US
can offer $1.4 billion to combat drugs in Mexico while cutting federal spending
to prevent demand and consumption at home. And while some Republicans
were optimistic about the impact of increased security, others were more cau-
tious, urging benchmarks by which to measure progress, a greater US effort to
contain the arms flow to Mexico, and a more comprehensive, regional approach.
Senator Richard Lugar (R-IN) said "we do not want to create a self-defeating sit-
uation in which a critical foreign assistance program meant to assist a neighbor
and enhance US security is being undercut by an illegal flow of weapons" or by
the transfer of drug trafficking to Central American and Caribbean countries.

Rangel, Levin: New WTO Trade Deal Must Protect US Against Unfair Imports

Two key House Democrats on trade said Thursday Congress is likely to reject a
new global trade agreement unless it restores the US' ability to impose anti-
dumping duties on some imports, Reuters reported. "The starting point must be
to restore the balance that was struck in the Uruguay Round,
more than 10 years ago," House Ways and Means Committee
Chairman Charles Rangel (NY) and House Trade
Subcommittee Chairman Sander Levin (MI) said in a letter to
Bush administration officials. The two senior democrats said
they want any new agreement negotiated during the current
Doha Round of World Trade Organization (WTO) talks to clar-
ify the US' right to use a long-standing procedure known as
"zeroing," which was struck down by a WTO panel. "It is hard to
imagine Congress approving any final package that fails to include this essential
clarification," Rangel and Levin said. Officials from key countries in the WTO
negotiations, including the US, Brazil, Australia, and the European Union, say a
deal is within reach, although they say there is still work to do on trade in agri-
culture, industrial goods, and services, according to Reuters.

Rangel.
Photo: Office of
Rep. Rangel.



move by Latin American central banks to
inflation targeting occurred at a time
when food and other commodity prices
were low, below their 10-year moving
averages. Higher commodity prices have
led to higher headline CPI inflation.
Central banks have kept tightening bias-
es throughout the market turbulence,
which could add some drag to growth as
the effects of a global slowdown are felt
in the coming months."

AGuest Comment: Guillermo
Calvo: "Latin America's growth
is highly sensitive to external
variables like terms of trade,

international financial conditions, and
growth in the rest of the world. This fact
is strongly supported by a recent IDB
study (Alejandro Izquierdo and Ernesto
Talvi, 'Booms and Busts in Latin
America: the Role of External Factors').
Thus, a slowdown in the US due to high
oil prices does not bode well for non-oil
exporters in the region. However, if
effects are constrained to the US, I would
expect the shock to be minor. Exceptions
may be Mexico and Central America
where a large share of exports is directed
toward the US. There are, however, other
indirect transmission channels like, for
instance, a deterioration of the terms of
trade for non-oil exporters. This could
result in a sharp increase in their current
account deficits which, given the actual
impasse in global credit markets, may
cause additional credit difficulties.
However, I tend to discount their severi-
ty for economies like Chile and Brazil.
This is so because investors are learning
to differentiate between good and bad
debtors, and Brazil and Chile are at the
top of the list. Thus, all in all a US slow-
down should have minor consequences,
except in countries that have strong
trade links with the US and/or pursue
market-unfriendly policies."

AGuest Comment: Claudio
Loser: "The IMF's last World
Economic Outlook projection
indicates that the US economy

will grow by 1.9 percent and Latin

America by 4.2 percent in 2008. Given
the deepening problems of the American
financial sector and high oil prices, the
US may well fall into recession, even if a
short one, in the near future. The Latin
American economy will benefit from its
diversified export markets, if China,
India, and Europe continue growing as
in the past. However, this is also unlikely,
and Latin America's growth may decline
more drastically. In general, the region is
well prepared for a slowdown because
the fiscal and reserve positions are
stronger than in any period in the recent
quarter century. However, exports and
tourism will suffer, particularly in
Mexico, Central America, and the
Caribbean, with somewhat less of an
impact in South America. Two other fac-
tors will affect the region: remittances
are already slowing down, thus reducing
the capacity of the region to deal with a
recession; and oil prices will hit a large
number of oil-importing countries, par-
ticularly smaller countries. A final com-
plication is that financial markets are
much tighter, and governments will find
it more difficult to refinance their loans.
Argentina, Ecuador, and to some extent
Venezuela will have difficulties in these
circumstances, but in general the region
will confront pain but no disaster in
2008."
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