
QWith regulatory changes intend-
ed to pressure Mexico's Afores
pension fund companies to seek
higher returns for their clients

scheduled to go into effect next month, at
least one player (Monex) has left the mar-
ket, while there has been a good deal of
consolidation among other players (ING-
Santander, MetLife-Actinver). Are the
Afores prepared for the implementation of
the regulatory changes next month? Will
the changes have the intended results?

AGuest Comment: Vicente Corta:
"The main goal of this regulation
is to effectively motivate those
Afores that have been conserva-

tive to have more active management and
diversify their investments. The Afores
have two big challenges. The first is to open
the five funds, and there is an additional
administrative cost in having five Siefores
... The second big challenge for both fund
managers and the system is to inform
workers about what Siefores do, that is,
how they are designed for different age
groups with different risk profiles ...
Without a doubt, given changes in the way
commissions will be charged, a period of
further consolidation is coming. Thus, in
upcoming months and years we will see
fewer participants, but greater presence in
the market. Another challenge for the pen-
sion fund system is investment diversifica-
tion—and here there are several important
players. First are the fund managers, which

must effectively utilize resources and ways
to diversify their portfolios as the invest-
ment regime permits. Second is the regula-
tory authority, Consar, which should keep
moving forward to open more investment
options. Third is the Congress, which
ought to look for additional ways to permit
diversification. In my personal opinion, I
think they should raise the 20 percent limit
on international investment because it has
proved to be an effective diversification
mechanism. I believe the next step should
be to raise the limit to 30 or 40 percent and
see how the market evolves and then keep
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Guatemalan President Alvaro Colom
announced Monday he would open
army files to shed light on human rights
crimes committed during the country's
36-year civil war. See story on page 2.
Guatemalan government file photo.



Political News

Guatemala to Open Army Files to
Shed Light on Human Rights Crimes

Guatemalan President Alvaro Colom
announced Monday he would open army
files to shed light on massacres and other
human rights crimes that took place dur-
ing the country's 36-year civil war, Reuters
reported. "We are going to make all of the
army's archives public so we can know the
truth, to start building on a foundation of
truth and justice," Colom was quoted as
saying. The Guatemalan leader, who took
office last month, said all the information
from the military will be turned over to a
human rights ombudsman. The
Associated Press reported that a new com-
mission would evaluate which papers
should be declassified under a constitu-

tional requirement that government doc-
uments be made public automatically
unless their release compromises national
security. The commission's chief, Orlando
Blanco, said it could take months to locate
and sort through all the files and deter-
mine which will be released. The files are
believed to include details about the role
of the military and the presidential
guards, both of which have been accused
of carrying out atrocities during the war
that ended in 1996 and in which some
200,000 people died, mostly Mayan
Indians, according to the AP. Over 80 per-
cent of the murders were committed by
the army, according to report issued nine
years ago by a United Nations-backed
truth commission. However, the UN com-
mission named no officials, in part
because the army files were not open to
the public, according to Reuters. Army
officials have called the UN report exag-
gerated and say they took actions that
were necessary to fight guerrillas.

FARC Could Free Four Hostages 
as Early as Wednesday—Official

Colombia's FARC rebels could hand over
four hostages to neighboring Venezuela as
early as Wednesday, Venezuelan Interior
Minister Ramon Rodriguez Chacin said
Monday, according to Bloomberg News.
Rodriguez told reporters in Caracas that
helicopters bearing Red Cross officials
would be ready to fly from Venezuela into
Colombia's jungles on Wednesday to pick
up the hostages—ex-Colombian lawmak-
ers Jorge Eduardo Gechem, Gloria
Polanco de Losada, Luis Eladio Perez, and
Orlando Beltran Cuellar—pending
authorization by the Colombian govern-
ment. The commander of Colombia's
armed forces, Freddy Padilla, said the hel-
icopters would be allowed into Colombia
for the rescue mission, stating that there
were no military operations near the

extraction area that could impede the
handover. However, Rodriguez said there
were Colombian military operations in
the area and that they endangered the lives
of the hostages. If successful, it would be
the second release of hostages by the
FARC in two months. Last month, the
rebel group handed over to Venezuela for-
mer Colombian vice presidential candi-
date Clara Rojas and ex-Colombian law-
maker Consuelo Gonzalez. Their release
has raised hopes for the release of hun-
dreds of other hostages held in secret
FARC jungle camps. Venezuelan President
Hugo Chavez, who has urged the interna-
tional community to stop labeling the
FARC a terrorist group and recognize it as
a legitimate belligerent force, has contin-
ued to work for the release of hostages,
despite the termination of his formal role
as a mediator by Colombian President
Alvaro Uribe late last year, a move which
soured diplomatic relations between the
two countries.

Page 2 of 4

NEWS BRIEFS

Copyright © 2008, Inter-American Dialogue

IInntteerr--AAmmeerriiccaann  DDiiaalloogguuee’’ss  LLaattiinn  AAmmeerriiccaa  AAddvviissoorr TTuueessddaayy,,  FFeebbrruuaarryy  2266,,  22000088

Brazilian Police Launch Anti-
Deforestation Operation

Brazil's federal police launched a
massive operation Monday to stem
illegal logging and deforestation in
the Amazon, dispatching 300 federal
police agents and troopers and plan-
ning to add another 700 agents,
Reuters reported. Operation "Arc of
Fire," which began in northern Para
state, will be permanent, the govern-
ment said. In Para logging town
Tailandia, violent protests broke out
last week when local police seized
17,000 cubic yards of timber from
illegal sawmills.

Venezuela Blames Anarchists for
Weekend Bombing in Caracas

Venezuelan Justice Minister Ramon
Rodriguez Chacin said Monday that
a group of "anarchists" is responsi-
ble for a bomb that killed one man
outside of local business chamber
Fedecamaras on Sunday, the
Associated Press reported. "We know
who they are and we know the game
they want to play," Rodriguez said.
"We're going to capture them." The
blast killed a 44 year-old man sus-
pected of trying to plant the bomb.
It was the fifth reported explosion in
Caracas this month.

GP Investments Raises $188 Mn 
in Sale of Depositary Receipts

Brazilian private equity firm GP
Investments has raised 318.9 mil-
lion reais ($US 187.8 million)
through the sale of new Brazilian
depositary receipts, Bloomberg
News reported on Monday. The sale
was managed by Banco de
Investimentos Credit Suisse Brasil
and Citigroup Global Markets
Brasil. GP Investments is Latin
America's largest private equity
firm.

“ We are going to make all of the army's archives public so we can know

the truth, to start building on a foundation of truth and justice.”
— Alvaro Colom



Company News
Comercial Mexicana, Banorte Join 
to Offer In-Store Financial Services

Mexican retailer Comercial Mexicana is
teaming up with local bank Banorte to
offer shoppers in-store financial services
and compete with similar moves by Wal-
Mart de Mexico and other retailers, the
companies said Monday, according to
Reuters. Comercial Mexicana, one of
Mexico's largest retail chains, will own 51
percent of the new venture, which will
start with a capital base of $120 million. In
a country where more than 60 percent of
adults don't have credit cards or bank
accounts, Comercial Mexicana is the latest
retailer to offer low-income customers
banking products. "Comercial Mexicana
and Banorte have identified a compelling
opportunity to satisfy pent-up demand
for financial solutions for Comercial
Mexicana's customer base, which is
underbanked," the firms said in a state-
ment filed with the stock exchange. Wal-
Mart de Mexico recently launched its own
bank, and last year Citigroup joined num-
ber-two retailer Soriana to launch bank
services. The trend started in 2002, when
electronics and appliance seller Elektra
launched Banco Azteca inside its stores.
Since then, the Mexican government has
been handing out banking licenses to
retail firms in a bid to boost competition
in the sector, while microfinance institu-
tions have been working to reach more
customers as well [Editor's note: see relat-
ed Q&A in the December 5, 2006 issue of
the biweekly Financial Services Advisor].

Oil Minister: "Mutual Agreement"
with US' City Oriente Possible

Ecuador wants to reach a "mutual agree-
ment" with US oil company City Oriente
to end its oil production deal, Oil Minister
Galo Chiriboga said Monday, according to
Reuters. Chiriboga said it would not be
possible to renew the deal with City
Oriente, which in 2006 filed an interna-
tional arbitration suit against Ecuador
accusing the Andean nation of violating
its contract by imposing a special windfall
tax on oil revenues. However, the oil min-
ister said it was possible the government

could reach a "mutual agreement" with
the company to end the contract. Such an
agreement would include compensation
for City Oriente's investments, said an
unnamed government source cited by
Reuters. The government had previously
threatened unilateral termination of con-
tracts and seizure of assets if City Oriente
and other companies failed to renegotiate
their deals to increase state participation.

America Movil Launches 3G 
Services in 15 Mexican Cities

Regional mobile telephony giant America
Movil on Monday launched third-genera-
tion broadband service in Mexico, with

plans to have coverage in 350 cities by the
end of the year, Reuters reported. America
Movil, which operates under the name of
Telcel in Mexico, said the so-called 3G
services, which allow subscribers to have
broadband Internet access, watch videos,
and listen to music, will initially be avail-
able in 15 cities, including the capital,
Mexico City, and will be gradually
expanded across the country. Analysts say
the addition of 3G services will help
America Movil offset a decline in tradi-
tional voice revenues in Mexico. Earlier
this month, America Movil said it would
feature YouTube.com videos on its 3G
mobile phones in Mexico and expand the
service elsewhere in Latin America.
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QHigh food prices around the
world have prompted some
countries to cut import tariffs
on such staples as wheat and

rice, creating fresh impetus for global
trade negotiations, according to a
recent report in The Wall Street
Journal. What impact will high food
prices have on global trade talks?

AGuest Comment: Steve Suppan:
"Proposals for the World Trade
Organization agricultural
negotiations are predicated

partly on estimated price forecasts dur-
ing the Doha Round's implementation.
For example, the US proposal on trade-
distorting domestic support assumes
that 'high' prices—relative to the 'low'
prices for row crops from 1997 to the
summer of 2006—will prevail through
2016. WTO members ask why the pro-
posed US domestic support commit-
ments are still relatively high, if they are
not needed to compensate for low farm-
gate prices paid by agribusiness. Much
less publicized are the high costs of pro-
ducing row crops (e.g., $3.37 bushel for
corn in Iowa), and the many uncertain-
ties about agricultural production and
markets. Neither WTO agricultural
modalities (agreed topics for negotia-

tion) nor the specific numerical com-
mitments for WTO domestic support
discipline the volatility in agricultural
markets. That volatility is driven by
futures and options market bets,
weather-related production shortfalls,
high demand for corn and soy for biofu-
els, and longer-term production uncer-
tainty related to climate change and nat-
ural resource depletion. Volatility could
be reduced by restoring supply manage-
ment to agriculture and increasing sup-
ply capacity in developing countries, as
proposed by African WTO members.
Calls in the US for export restrictions
and cancellation of Conservation
Reserve Program contracts to make
fragile land available for crop produc-
tion would not be needed if a strategic
grain reserve was in place."

Steve Suppan is a Senior Policy Analyst
at the Institute for Agriculture and Trade
Policy.

Editor's note: the above is a continuation
of a Q&A published in the February 22,
2008 issue of the Advisor.

The Dialogue Continues

What Impact Will High Food Prices Have on Global Trade Talks?



raising it as long as it's reasonable and
beneficial to the system."

AGuest Comment: Tapen Sinha:
"There are a host of regulatory
changes coming into effect on
March 15, 2008 for the

Afores—just as Mexico is poised to
become the largest private pension port-
folio country in the entire Latin
American region in less than two years.
First, reports to [regulatory authority]
Consar for comparing Afores used to be
based solely on management fees. It did
not matter what the rate of return for
each Afore was. Now, however, they will
be compared based on a net rate of
return that takes into account both man-
agement fees and the return of each
Afore up to today. Until recently, with
more than 90 percent of Afore invest-
ment in short-term government bonds,
the differential in the rates of return was
small. Now, with the bigger latitude of
investment portfolios, the difference in
portfolio management will show very
clearly. Thus, it would be time for the
smaller, less profitable Afores to merge—
as we have been observing in the past
year or so. Second, movement between
Afores by affiliates will be restricted.
Thus, it will no longer be as easy to
switch Afores frequently. Mexico has the
highest rate of movement of affiliates
from one fund to another. In 2007, one
in every six affiliates changed fund affili-
ation. In comparison with the region,
this is by far the highest turnover.
Turnover is costly to the system, and new
rules will slow it down. All of this would
give a clear long-term advantage to the
large funds with almost locked-in affili-
ates. Whether that will induce them to
reduce their fees remains to be seen."

AGuest Comment: León
Bendesky: "The pension funds
reform of 2004 was controver-
sial from its very origin. The

privatization of these funds was intended
to deepen the financial system and to

transfer the assets to the private sector,
but also to start resolving the high
indebtedness of the Social Security
Institute (IMSS). The results are still not
very clear, both in terms of the financial
health of the IMSS and in those related to
the building of the funds available to
workers upon retirement. It is not clear
whether the net returns on the invested
funds of Afores' clients will be positive in
the long run; that is, if they will be close
to the expected value. Workers don't
seem to be well informed about the evo-
lution of their accounts. Consar seems
too remote from the typical customer,
and the upcoming reforms might have
just marginal effects on the market, and
even more so on the degree of active par-
ticipation of affiliates whose wages are
automatically deducted for deposit in the
pension accounts. The total registered
workers in the private pension system
number over 38.5 million, but that
includes those accounts that have been
cancelled or have a zero balance. Inactive
accounts might be of the order of over 22
million. The market is highly concentrat-
ed among few firms: the three mayor
players represent 41 percent of the affili-
ates, the next five firms account for
another 40 percent, out of a total of 27
Afores. There are many open questions
around the functioning of the system, its
regulatory environment, and its real
effects on the well-being of the workers."

Vicente Corta is a Partner at White &
Case LLP in Mexico City and a former
President of Consar.

Tapen Sinha is ING Comercial America
Chair and Professor of Risk Management
at the Instituto Tecnologico Autonomo de
Mexico.

León Bendesky is a Managing Partner at
Mexico City-based economic consultancy
SIREM.
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