
QIn a report last month, 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: Lawrence
Krohn: "Over January, Brazil's net
external indebtedness, public
(including foreign exchange

reserves) and private, lurched from $4.3
billion to negative $7.0 billion, a net credi-
tor position. Given Brazil's condition of
even six years ago, before Lula (then a pres-
idential candidate) was fully appreciated,
this is remarkable. But is it sustainable?
Contemplation of Brazil's current account
alone would lead to a negative conclusion.
Current transactions moved into deficit
last year on soaring imports of goods and
non-factor services combined with
enhanced profit/dividend remittances. Just
released January data were especially stark,
with the deficit at $4.2 billion, reflecting
remittances of $3.0 billion. With the real at
a very strong 1.7 per dollar and Brazilian
companies still profitable, the gap will
surely widen. But net capital flows into
Brazil should continue to overwhelm the

current account. True, net inflows into
Brazilian equities were negative in January,
a reflection of temporary global portfolio
risk aversion rather than any deterioration
of Brazilian fundamentals. But foreign
direct investment continues to soar. And
the Central Bank continues to absorb dol-
lars. Mathematically, if the net inflow into
Brazilian stocks (less the outflow into US
stocks) is conservatively assumed nil for
the year and the current account deficit
registers $7.9 billion (the Brazilian consen-
sus as of February 22), net FDI inflows,
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Colombian President Alvaro Uribe said
Tuesday he would bring charges to the
International Criminal Court accusing
Venezuelan President Hugo Chavez of
genocide. See story on page 2.
Photo: Casa de Nariño



Uribe to Bring Genocide Charges
Against Chavez at Intl. Court

Colombian President Alvaro Uribe said
Tuesday he would bring charges to the
International Criminal Court accusing
Venezuelan President Hugo Chavez of
genocide for allegedly supporting
Colombia's FARC rebels. "Colombia pro-
poses in the International Criminal Court
to denounce the president of Venezuela
Hugo Chavez for sponsoring and financ-
ing genocide," Uribe was quoted as saying
by Reuters. The announcement came

amid charges by the Uribe government
that Chavez has been financing the FARC.
Colombian officials say documents con-
tained in a laptop seized during Saturday's
cross-border raid on a FARC camp in
Ecuador, where the group's number-two
leader, Raul Reyes, was killed, showed
Venezuela recently made a $300 million
payment to the rebels. Venezuela dis-
missed the allegations as lies, and Foreign
Minister Nicolas Maduro said the idea of
prosecuting Chavez was "laughable,"
according to the Associated Press. The
International Criminal Court, based in
The Hague, tries individuals accused of
crimes against humanity, war crimes, and
genocide. Colombia and Venezuela are
signatories to the treaty that established
the Court six years ago.

Bush Affirms Support for Colombia,
Calls Chavez Govt. "Provocative"

US President George W. Bush on Tuesday
affirmed the US' support for Colombia
against "narco-terrorists" and "provoca-
tive" actions by the government of
Venezuelan President Hugo Chavez. "This
morning I spoke to President [Alvaro]

Uribe of Colombia. He updated me on the
situation in his country, including the
continuing assault by narco-terrorists, as
well as the provocative maneuvers by the
regime in Venezuela," Bush told reporters.
"I told the president that America fully
supports Colombia's democracy, and that
we firmly oppose any acts of aggression
that could destabilize the region. I told
him that America will continue to stand
with Colombia as it confronts violence
and terror and fights drug traffickers." The
US has provided the Uribe government
with billions of dollars in mostly military
aid to fight the FARC rebel group, which
the US labels a "foreign terrorist organiza-
tion" and says is active in the drug trade. It
also been a staunch critic of Chavez, who
the US says seeks to undermine stability in
the region. Earlier this week, a Pentagon
spokesman would neither confirm nor
deny whether the US played a role in
Colombia's cross-border raid into
Ecuador on Saturday in which the FARC's
number-two leader, Raul Reyes, was
killed, but US officials have said in the past
that the US provides intelligence to the
Colombian government. Bush on Tuesday
used the opportunity to talk about
Colombia to lobby for congressional
approval of a US free trade agreement
with the Andean nation, stating that it
would "help President Uribe counter the
radical vision of those who are seeking to
undermine democracy and create divi-
sions within our Hemisphere."

Colombia Says FARC Trying 
to Make a "Dirty Bomb"

Colombian Vice President Francisco
Santos told a United Nations body on
Tuesday that the FARC rebel group was
trying to make a "dirty bomb." Santos said
his government found the proof in docu-
ments on two laptop computers belonging
to Raul Reyes, the number-two FARC
leader who was killed Saturday in a
Colombian attack on a FARC camp in
neighboring Ecuador. The laptops con-
tained "information from one command-
er to another indicating that FARC was
apparently negotiating for radioactive
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Ecuador Says Colombian 
Apology Not Enough

Colombia on Tuesday apologized for
attacking a FARC rebel camp in
Ecuador on Saturday, but Ecuador's
foreign minister, Maria Isabel
Espino, said the apology was insuffi-
cient and called on the Organization
of American States to condemn the
incursion, appoint a commission to
investigate, and call a meeting of the
region's foreign ministers in the next
week, the Associated Press reported.
Ecuadorean President Rafael Correa
also demanded Tuesday that
Colombia retract charges his gov-
ernment has links to the FARC,
Bloomberg News reported.

Colombian Peso Falls on Concerns
About Stand-Off with Neighbors

Colombia's peso fell the most in
more than a month on Tuesday on
concern over the confrontation with
Ecuador and Venezuela, Bloomberg
News reported. The peso fell 1 per-
cent to 1,856.15 per dollar in after-
noon trading, the biggest drop since
January 23. Ecuador and Venezuela
have sent troops to their border with
Colombia in the wake of Colombia's
raid on a FARC rebel camp in
Ecuador on Saturday, and Venezuela
on Tuesday ordered the closure of
its border with Colombia.

FARC Names Replacement for
Leader Killed in Colombian Raid

Colombia's FARC rebel group said
Tuesday they have named a new
leader to replace a top commander
killed in Ecuador last weekend, the
Associated Press reported. Milton de
Jesus Toncel, who goes by the name
Joaquin Gomez and hails from the
FARC's most militaristic faction, was
appointed second-in-command to
replace Raul Reyes, according to a
statement posted on the Web site of
the Agencia Bolivariana de Prensa.

Venezuela dismissed the 

allegations as lies, and Foreign

Minister Nicolas Maduro said 

the idea of prosecuting Chavez 

was "laughable."
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Political News
US, Nicaragua in Talks to Exchange
Medical Equipment for Missiles

A US government team is evaluating
Nicaragua's proposal to destroy hundreds
of Soviet-made missiles in exchange for
hospital equipment, Nicaraguan President
Daniel Ortega said Tuesday, according to
the Associated Press. Ortega told local
radio a Pentagon team of US hospital
administration specialists, which arrived
in Nicaragua on Monday, would carry out
"an evaluation ... so that these missiles are
converted into equipment and medica-
tions to save lives." The US has pressured
Nicaragua to destroy the SAM-7 anti-air-
craft missiles as part of a global effort to
eliminate weapons that could fall into the
hands of terrorists. Nicaragua has already
destroyed about half its original stockpile
of 2,000 missiles and it is offering to
destroy 651 of the remaining 1,051 SAMs
in exchange for "modern medical equip-
ment and medications," Ortega's office
said, according to the AP.

Company News

Brazil's JBS Buying Three Beef
Companies for $1.3 Billion

Brazil's JBS, the world's biggest beef pro-
ducer, said Tuesday it bought the US'
Smithfield Beef Group and National Beef
Packing Co, as well as Australia's Tasman,
for a total of nearly $1.3 billion, Reuters
reported. JBS said in a statement it paid
$565 million for Smithfield, $560 million
for National Beef, and $150 million for
Tasman as part of its "globalization strate-
gy." JBS said the acquisitions represented
important steps "in the completion of the
investment plan aimed at building a sus-
tainable platform of slaughtering capacity
and meat sales in the United States and
Australia." With the purchase of National
Beef and Smithfield, JBS would become
the US' largest beef producer, surpassing
Tyson Foods. Analysts say the deal would
likely attract scrutiny from the US Justice
Department amid concerns it could give
JBS' US unit too much control of the US
beef market.
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QTensions between Colombia,
Venezuela, and Ecuador are at
their highest level in possibly
decades after the Colombian

military killed a senior FARC rebel com-
mander early Saturday during a cross-
border raid into Ecuador, prompting
Ecuador and Venezuela to suspend
diplomatic ties with Colombia and
mobilize troops to the border. Where are
tensions headed? What are the odds the
current crisis will escalate into a mili-
tary confrontation?

AGuest Comment: Adrian Cruz:
"The Colombian populace,
after decades of open warfare
and terrorism, are tired of

being held hostage by a band of thugs
that can easily escape capture by cross-
ing the difficult-to-patrol jungle borders
into safe haven camps in Ecuador, Peru,
and yes, Venezuela. One has to ask: why
don't these neighbors complain about
the daily violation of their borders by
the FARC? These neighbors surely know
where these camps are located and their
illicit purpose (drug trafficking, hostage
retention, etc.), yet their leftist govern-
ments do nothing. I say, shame on them.
It is high time they wake up to the fact
that the FARC is not the 'champion' of
the left. I applaud President Uribe as the
only rational, pro-democratic leader in
the Americas (yes, I include my beloved
United States) that has the guts to risk
his popularity and personal safety by
actually doing something to eradicate
the FARC with the much-criticized

assistance of US military advisors, intel-
ligence, and equipment. This is pre-
dictably unpopular to the leftist/pop-
ulist neighboring governments. Well, so
what? The recent, unfortunate incursion
by the Colombian armed forces into its
southern neighbor would not have been
deemed necessary had the government
of Ecuador not looked the other way for
so long and let the FARC operate within
its borders with impunity. When I was a
combat platoon leader in Vietnam
(1967), I must confess that I unofficially
and against standing orders did cross, in
the heat of battle, the jungle border into
neighboring Cambodia. I justified this
outrageous act by the fact that I was in
hot pursuit of Vietcong, NVAs, and
Chinese suicide squads responsible for
massacring South Vietnamese villagers
and members of my unit. I can, there-
fore, understand the Colombian army's
frustration in the light of the FARC's
safe havens across the border. President
Uribe took decisive action at the risk of
provoking world censure and 'saber rat-
tling' by Hugo Chavez. I say, so be it. I
would still be honored to some day
shake President Uribe's hand."

Adrian Cruz is Founder of Crisis
Simulations International.

Editor's note: the above is a continuation
of a Q&A published in the March 4,
2008 issue of the Advisor.

The Dialogue Continues

Where Are Tensions Between Colombia, Venezuela, and Ecuador Headed?

material, the primary basis for generat-
ing dirty weapons of mass destruction
and terrorism," Santos asserted, accord-
ing to Reuters. Copies of the documents
were sent to reporters on Tuesday. One
message, dated February 16 and sent to
Reyes from a lower-ranking commander,

mentions the possible purchase of 50
kilos (11 pounds) of uranium, according
to the Associated Press. The Colombian
government says this means the FARC
was seeking to build a dirty bomb, but
the message only discusses selling the
uranium at a profit.

Crisis in the Andes
Continued from page 2



which were $27.5 billion in 2007, would
have to fall below $12 billion for Brazil to
become a net external debtor by year's
end."

AGuest Comment: Caio Megale:
"The position of net creditor is
important in reinforcing the
country's international credit

profile. In other words, the chances the
country will have some kind of problem
with its foreign commitments is reduced
and, as a consequence, the country risk
(measured by spreads for foreign debt
issues) tends to be less than in the past.
This does not just lower the cost of addi-
tional foreign borrowing, as the chance
the country will receive investment grade
status increases, with positive effects on
direct investment flows and on the coun-
try's potential growth. The sustainability
of this position depends on liquidity con-
ditions in international markets, and on
the solidity of the country's balance of
payments. A strong external crisis that
causes aggressive capital flight from the
country could force the Central Bank to
sell its exchange reserves, making the
country a net debtor again. Nevertheless,
more stable flows such as exports and
direct investment continue to be strong,
despite the uncertainty in world financial
markets, suggesting that the probability
of significant capital flight from Brazil is
low. As such, it seems safe to say that this
position is sustainable for the foreseeable
future."

AGuest Comment: Italo
Lombardi: "The recently
announced net external credi-
tor status achieved by Brazil is

basically the result of a strong foreign
exchange intervention policy by the
Central Bank (BCB), which elevated
international reserves by $87 billion in
2007. The institution has been fighting
an enormous inflow of dollars through
the capital and financial portions of the
balance of payments accounts, in order
to curb an excessive appreciation of the
currency and an alleged loss of competi-
tiveness by national industry. It's true
that a smoother path for Brazil's curren-

cy, the real, makes the work of the mon-
etary authority easier, reducing volatility
and avoiding jitters related to inflation
expectations. In addition to this, the
higher the net position of the external
accounts, the stronger the country is to
weather financial turbulence. However,
the cost of the accumulated $190 billion-
plus in reserves is not negligible. The
BCB needs to sterilize the injected liq-
uidity issuing high-yield local debt (Selic
overnight rate: 11.25 percent) at the
same time that the yield on external sov-
ereign assets barely beats LIBOR.
According to our estimates, the cost of
maintaining this huge amount of
reserves could be as big as 30 percent of
the government's consolidated primary
surplus—$15 billion per year. The accu-
mulation of reserves increases the net
external assets as a percentage of GDP,
but is consequently contributing to the
increase of net internal indebtedness.
Even though the net total (internal plus
external) debt as a percentage of GDP is
edging lower, gross debt increases in part
as a consequence of this policy. Gross
debt is also one of the main indicators
monitored by credit agencies, as opposed
to net debt only. Overall, the key ques-
tion to be asked is whether the country
needs to spend such a big chunk of its
primary surplus to maintain such a high
level of reserves. Is it optimal to have
more assets than total outstanding pub-
lic and private external debt? The BCB
could reduce the pace of intervention to
let the currency float more freely. In case
the external environment improves, the
monetary authority could benefit from
the appreciation via deflationary pass-
through, lowering interest rates more
quickly and reducing the cost of local
debt."

Lawrence Krohn is Head of Latin
American Sovereign Research at Standard
New York Securities.

Caio Megale is Partner and Chief
Economist at Mauá Investimentos Ltda
in Sao Paulo.

Italo Lombardi is an Economist and
Foreign Currency Strategist in Brazil for
IDEAglobal.
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