
QIn a report last week, Brazil's
Central Bank said that the coun-
try's foreign cash reserves in
January exceeded its entire for-

eign debt, making Brazil a net foreign
creditor for the first time in the country's
history. What is the significance of this
development for Brazil's economy? Is the
country's newfound status as a net foreign
creditor sustainable?

AGuest Comment: Albert Fishlow:
"Brazil has had a very good year
in 2007, and 2008 has started
equally well. The news of a net

positive balance on its accounts with the
outside world—reserves minus debt—
gives abundant proof of that result. History
has been made: this sends a clear message
to the rating agencies that they ought to
begin thinking about an advance to invest-
ment grade right now rather than later, as
the agencies would prefer. Why do they
resist?  For one, there is the still unclear pic-
ture of a world economy this year without
much growth by the US, Europe, and
Japan. Then there is the current overvalua-
tion of the real: that is a troubling reality
that could affect later export performance,
particularly if primary prices begin to fall.
Domestic investment is too small a propor-
tion of GDP and governmental consump-
tion too large to permit projection of con-
tinuing rates of growth above 5 percent
into the continuing future. Investment
grade will probably come later this year,

but it would mean much more if, while
waiting, the executive and Congress would
really turn their attention to the kinds of
permanent changes Brazil still needs."

AGuest Comment: Paulo Levy:
"The announcement that Brazil
switched from a net debtor to a
net external creditor position was

hailed as a landmark in Brazil's history. As
important as that might be from a symbol-
ic point of view, its significance lies much
more in the process that led to the change
than in the fact itself. In fact, it had already
been anticipated, as the current account
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Colombian Senator Piedad Cordoba
spoke with Orlando Beltran after he and
three other hostages were released by
Colombia's FARC rebel group on
Wednesday. See story on page 2.
Photo: ABN.



Political News

Colombia's FARC Rebels 
Free Four More Hostages

Colombia's FARC rebels on Wednesday
freed four hostages, the second release of
hostages in two months. The four
hostages—former Colombian lawmakers
Gloria Polanco, Orlando Beltran, Luis
Eladio Perez, and Jorge Eduardo Gechem
—were picked up in two helicopters by the
Red Cross and flown to neighboring
Venezuela, where they were welcomed in
Caracas by Venezuelan President Hugo
Chavez at a red-carpet ceremony. Last
month, the FARC handed over to
Venezuela former Colombian vice presi-
dential candidate Clara Rojas and ex-
Colombian lawmaker Consuelo Gonzalez.
Their release has raised hopes for the
release of hundreds of other hostages held
in secret FARC jungle camps. Colombian
President Alvaro Uribe thanked Chavez
for his efforts in gaining the release of the
four hostages on Wednesday, and called
on the rebel group to release all of the
hostages it holds, including former
Colombian presidential candidate Ingrid
Betancourt and three US defense contrac-
tors, who are reportedly suffering from
health problems and low morale. The
FARC says the recent releases are a gesture
of goodwill to Chavez, whom they see as a
sympathetic leader. The rebels are
demanding Uribe create a demilitarized
zone for the release of other hostages in
exchange for imprisoned rebels. Chavez,
who has urged the international commu-
nity to stop calling the FARC a terrorist
group and recognize it as a legitimate bel-
ligerent force, has continued to work for
the release of hostages, despite the termi-
nation of his formal role as a mediator by
Uribe late last year, a move which soured
diplomatic relations between the two
countries.

Economic News

Costa Rica's CAFTA Partners
Approve Deadline Extension

Costa Rica's six partners in the Central

America Free Trade Agreement (CAFTA)
on Wednesday granted it a seven-month
deadline extension to implement legal and
regulatory changes required to join the
trade pact, Costa Rican President Oscar
Arias announced, according to press
reports. Arias said Costa Rica and the six
CAFTA countries—the United States, the
Dominican Republic, El Salvador,
Guatemala, Honduras, and Nicaragua—
signed an agreement in Washington, DC
extending the February 29 deadline for
Costa Rica to adopt the changes until
October 1. Costa Ricans narrowly
approved CAFTA in a referendum last
October, and Arias signed it into law in
November, but opposition lawmakers

have slowed approval of the legal and reg-
ulatory changes needed to implement the
pact. Only half the necessary legislation
has passed a first hearing in Costa Rica's
Congress, according to Reuters. Arias said,
however, that opposition parties had now
agreed to try and get the required laws
passed in 90 days. One of the most con-
troversial changes involves opening up the
country's state-run telecommunications
and insurance sectors to competition. In a
statement on Wednesday announcing the
deadline extension, US Trade
Representative Susan Schwab said the
Bush administration "will continue to
work closely with the Costa Rican govern-
ment to complete the appropriate imple-
menting measures." In other trade news,
the US House of Representatives on
Wednesday approved a 10-month exten-
sion of trade benefits for Bolivia,
Colombia, Ecuador, and Peru, Reuters
reported. The benefits, which provide the
four countries with duty-free access to the
US for most of their exports, expire this
week. The US has approved a free trade
agreement with Peru, and the Bush
administration is pushing the Democrat-
controlled Congress to pass a free trade
pact with Colombia.
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US Official: Instability Could Rise
in Cuba if Expectations Not Met

Instability could increase in Cuba in
the next six or seven months if high-
er popular expectations for change
following the hand-off of power
from Fidel Castro to his younger
brother Raul are not met, the head
of the US' Defense Intelligence
Agency told the US Senate Armed
Services Committee on Wednesday.
"There may be an expectation on the
part of the population to see where
a new presidency will go, and a fail-
ure to deliver could increase con-
cerns," Lt. Gen. Michael Maples was
quoted as telling lawmakers. Most
analysts predict no major short-
term changes under Raul Castro.

EU Allows Partial Resumption 
of Beef Imports from Brazil

The European Union on Wednesday
relaxed import restrictions on 106
Brazilian farms, allowing the
resumption of beef shipments from
Brazil into the EU, the European
Commission said, according to
Reuters. However, Brazilian beef
exporters said at least 1,000 farms
would need to be cleared for export
before normal service could resume
following a suspension of EU beef
imports from Brazil in January due
to concerns over food safety.

Plane Crash Kills 11 in Chile

Eleven people were killed
Wednesday when a small police
plane crashed at a sports field in the
Chilean capital of Santiago, the
Associated Press reported. All six
aboard the Cessna 210 and five peo-
ple on the ground died when the
plane fell into the field, where a city-
sponsored gymnastics class was tak-
ing place. Police Gen. Jorge Rojas
said the plane's pilot apparently was
able to steer it away from houses,
averting a worse tragedy.

Arias said that opposition parties

had agreed to try and get the

required laws passed in 90 days.



Company News
Pemex Posts $1.48 Billion Net Loss 

Mexican state-owned oil monopoly
Pemex on Wednesday reported a $1.48
billion net loss for 2007, as higher imports
of refined fuels weighed on the company's
earnings, Reuters reported. Pemex said
revenues rose 2.9 percent last year to $104
billion, boosted by high oil prices.
However, imports of refined fuels, includ-
ing gasoline, rose 14.6 percent, as Pemex's
refineries failed to keep up with demand.
Imports of gasoline alone jumped 50.3
percent, according to Reuters. Pemex's
earnings are also weighed down by the fact
that it hands over much of its earnings to
the government, which relies on the com-
pany to provide about one-third of its
annual budget. Many analysts and econo-
mists say Mexico needs to allow foreign
and private investment in Mexico's oil sec-
tor to offset declining production, which
fell 5.3 percent last year.

NII Holdings Posts 19 Percent
Increase in Fourth-Quarter Profit

Mobile operator NII Holdings on
Wednesday reported a $128.5 million
fourth-quarter profit, up 19 percent from
the same three months a year earlier, on
the back of strong revenue and subscriber
growth. In an earnings release, the Reston,
VA-based NII, which has mobile opera-
tions in Argentina, Brazil, Chile, Mexico,
and Peru, said operating revenues surged
39 percent year-on-year in the fourth
quarter to $905.3 million. NII said it
added more than 341,000 net subscribers
during the quarter, and a record 1.288
million during all of 2008, to end the year
with a total of 4.7 million customers, up
38 percent from the end of 2006. The
company said it expects to add 1.4 million
net subscribers in 2008 as it invests some
$750 million in its operations. It plans to
invest $80 million in Peru to launch a
third-generation network after acquiring
35 MHz of spectrum in the 1.9 GHz band
for $27 million last year. Mexico is NII's
biggest market, accounting for more than
half of the company's operating revenues
and about 45 percent of its subscriber
base.
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WASHINGTON, DC—Latin American labor markets are a portrait
of contradictions: complex and far-reaching worker protection leg-
islation, significant unemployment, and a high degree of economic
informality, not to speak of poverty and inequality. The protective
practices were introduced over a long period, following the example
of many advanced economies, particularly in Europe. Unfortunately,
the good intentions or populist urges—your choice—that motivat-

ed government actions did not have the desired results. The evidence suggests that the
higher the non-wage labor costs, and the greater the desired workers' stability, the larg-
er the degree of informality.

The two charts below illustrate the point. They include indices of labor informality cal-
culated by the World Bank and ILO; per capita income, on a purchasing power basis
(PPP) by the IMF; a combined index based on non-wage labor costs; and rigidity esti-
mates derived from the World Bank's "Doing Business 2007" report. The latter reflects
information for larger firms, and is considered biased by many critics, but it actually
reflects the difficulties encountered by enterprises in the formal sector.

The first chart shows, unsurprisingly, a strong negative link between per-capita income
and informality. Countries that are better off tend to have smaller informal sectors and
vice-versa. However, there are clear deviations from the trend line. The second chart
shows the relationship between informality and the weighted index of labor costs and
labor market rigidities (rigidity to hire, fire, etc). In this case, there is a clear (although
statistically less significant) positive link between rigidities and labor informality.

This indicates that, contrary to the intent of policy makers, alleged protective legisla-
tion results in higher informality, poverty, and exclusion from decent standards of liv-
ing. In the end, the "haves" are those in the modern, mostly foreign-owned industries,
government, public education, and possibly health, and are well protected by strong

By the Numbers
A Monthly Look at Latin American Data by the Dialogue's Claudio Loser
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balance moved from a deficit of 4.3 per-
cent of GDP in 1999 to a 1.8 percent sur-
plus in 2004, reflecting sharp currency
depreciation, a more balanced policy
framework—with emphasis on fiscal
austerity—and a favorable external envi-
ronment, of which improved terms of
trade were the main effect. Also, lower
risk perceptions led to the accumulation
of foreign exchange reserves and the
elimination, in net terms, of external
debt. In the current external environ-
ment of increased uncertainty and high-
er risk aversion, this puts Brazil in a
much less vulnerable position than ever
before. However, it does not by itself
insure the country against market
volatility. This is because, first, the era of
current account surpluses is over, as
imports are growing fast due to currency
appreciation and domestic demand
growth, and, second, because the sus-
tainability of these deficits—and of the
net external liabilities that will finance
them—will depend crucially on the
maintenance of the current policy stance
and on the implementation of structural
reforms."

AGuest Comment: Roberto
Teixeira da Costa: "Despite
being momentary, there is no
doubt that it is macroeconomi-

cally relevant that Brazil's reserves in
January exceeded its total external debt.
Even taking into account that these
exchange reserves had a high cost for the
country because of the difference in rates
(between what we pay domestically and
what we receive from abroad), the fact is

notable. It takes enormous pressure off
our currency. Other recent figures reveal
a macroeconomic picture that is very dif-
ferent from the past. Notwithstanding
the increase in imports and the lower
trade surplus, the valuation of the real
relative to the dollar hit its highest level
since 1998. Foreign direct investment,
which already reached a surprising $34
billion in 2007, hit a record $4.4 billion in
January. Federal tax collection, despite
the demise of the CPMF, reached $9.6
billion in January, and was 20 percent
higher than in 2007. The ratio of public
debt to GDP fell to 42.8 percent, its low-
est level since 1998. Inflation, which was
worrisome in the past, appears to be
under control and within the Central
Bank's targets (which are lower than
those of the US). Thus, the sum total of
all this data, while admitting that some of
the results are atypical, gives us a sense
that the situation we are experiencing is
sustainable and consistent with a policy
that is being implemented with great
determination."

Alberto Fishlow is a Professor Emeritus
at Columbia University.

Paulo Levy is an Economist at the
Brazilian government's Institute for
Applied Economic Research (IPEA).

Roberto Teixeira da Costa is a member
of the boards of SulAmérica SA and
Banco Itau SA in Brazil, and a member
of the board of directors of the Inter-
American Dialogue.
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labor unions and a populist state. The "have-nots" remain unprotected and openly
subject to the uncertainties of the market. While the best solution is to develop a
strong strategy for the long run, a first step would be to make labor markets more
flexible, as some countries have done, and develop a good protective network for the
needy. Such actions may not be popular with some voters, but certainly they will be
pro-growth and pro-poor.

Claudio Loser is a Senior Fellow at the Inter-American Dialogue and former Head of
the Western Hemisphere Department at the International Monetary Fund.
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