
QAfter Fitch Ratings bestowed a
much-coveted investment grade
rating on Peru last week,
Finance Minister Luis Carranza

said the move puts the Andean nation "on
the long road to a developed country" and
would help the government reduce pover-
ty. Do you agree? What is the significance
of the investment grade rating for Peru?

AGuest Comment: Luis Oganes:
"Fitch's decision to award Peru
with investment grade status by
upgrading its rating to 'BBB-' last

Wednesday was the first one among the
three major rating agencies. The move was
not a surprise, as Fitch had Peru on positive
outlook for more than a year, during which
time the country achieved net foreign cred-
itor status and continued to improve fiscal
and external solvency ratios. Although lin-
gering institutional weaknesses probably
provided the biggest challenge for the
upgrade, Fitch noted that high growth and
prudent fiscal/financial management
should provide the flexibility to address
social concerns. S&P, another major rating
agency, had also put its 'BB+' rating for
Peru on positive outlook last year and
seems likely to follow suit to investment
grade later this year. The significance of
this upgrade is that Peruvian securities—
both sovereign and corporate—become
investable assets to a much broader set of
investors around the world, which means
that borrowing costs for the government
and for Peruvian companies will decline.

Peruvian assets rallied across the board on
the news, with sovereign debt spreads
tightening 32 basis points and the Peruvian
sol strengthening 1.3 percent. To obtain
further upgrades, Peru will need to
improve social indicators and reduce
poverty, which remains the single largest
threat to policy continuity."

AGuest Comment: Eduardo
Zegarra: "I don't believe that
achieving investment grade will
mean improvements in Peru's
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Can Peru's New Investment Rating Help Reduce Poverty?

Bush Sends Colombia FTA
to Congress; Opposition
Vows Fight

Continued on page 4

The US president's move yesterday
effectively gives lawmakers a 90-day
deadline to act on the heavily lobbied
legislation. See page 2. 

Photo: White House.



Political News

Bush Sends Colombia FTA to
Congress; Opposition Vows Fight

US President George W. Bush on Monday
conveyed a contentious free trade agree-
ment with Colombia to Congress, effec-
tively giving lawmakers a 90-day deadline
to act on the heavily lobbied legislation.
"This agreement will advance America's
national security interests in a critical
region. It will strengthen a courageous ally
in our hemisphere. It will help America's
economy and America's workers at a vital
time. It deserves bipartisan support from

the United States Congress," Bush told
reporters. Bush said that he wanted to get
the agreement to Congress before it
adjourns for the fall national elections in
the US. Congressional leaders, who had
been anticipating Bush's move, lashed out
to the media over the approach. Senate
Majority Leader Harry Reid (D-NV) said
the president's decision to force a vote on
the trade pact "maximize[s] the chances it
will fail," The Hill reported, adding that it
is "one more mistake to his legacy and one
more mess for the next president to clean
up." "It is a major mistake...to set up the
Colombia FTA legislation as the proxy for
support for Colombia, as the Bush admin-
istration is trying to do," Reid said,
according to The Hill. Bush noted in his
remarks that "just last year" Congress con-
sidered a trade agreement with Peru that
was almost identical to the Colombia one,
so it merited their review. "The only dif-
ference between them is that the
Colombian agreement has even greater
economic potential because Colombia is a
larger market, and even greater national
security importance because of
Colombia's strategic location. Congress
passed the Peru agreement with strong

bipartisan support, and should do the
same with this agreement with
Colombia," Bush said. Sen. Dick Lugar(R-
IN) said yesterday in a press release that he
supports the FTA with Colombia, but that
he was "concerned by the politically
inhospitable circumstances in which the
agreement is being sent to the US
Congress," adding that it faces "stiff oppo-
sition because many in Congress believe
the Colombian government has not taken
sufficient measures to ensure the safety
and security of its workers." "This opposi-
tion could derail its passage this year, set-
ting a negative precedent for the Colombia
FTA, as well as for the Panamanian and
South Korean free trade agreements,"

Lugar warned. Some Wall Street analysts
are also skeptical. "We maintain our view
that the US political backdrop will make
approval of the Colombia FTA very diffi-
cult in 2008," JP Morgan Chase said in a
research note this morning.

Ecuador Probing Intelligence 
Agency Ties to Foreign Agents

Ecuador's Defense Ministry announced
Monday that a civilian-led investigation
will seek out alleged "foreign infiltration"
of Ecuador's intelligence agencies, the
Associated Press reported. The news
comes after Ecuadorean President Rafael
Correa complained of CIA ties to his gov-
ernment. "Ecuador's intelligence systems
are totally infiltrated and subjugated to the
CIA," Correa said Friday on local TV. US
Embassy spokesman Arnaldo Arbesu said
Monday the embassy has not officially
been notified of Correa's comments,
according to the AP. The president report-
edly fired an intelligence officer for belat-
edly informing him about links between
Colombian rebels and an Ecuadorean citi-
zen who died in a Colombian raid in
Ecuador's territory last month.
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Venezuelan Inflation Rises 
1.7 Percent in March, Gov't Says

Venezuela's central bank said
Monday that consumer prices rose
1.7 percent in March, a slower rate
compared to recent months thanks
to smaller increases in the cost of
transportation and services, Reuters
reported. Central bank official Luis
Rodriguez said inflation in February
was 2.1 percent, following a nation-
wide index. In the first quarter of
the year, prices in Venezuela have
risen 7.1 percent, among the fastest
rates in all of Latin America.

Statoil Developing Separation
Plant with Petrobras, Chevron

Working with oil majors Chevron
and Petrobras, Norway's
StatoilHydro said early today it
plans to develop a new compact
deep-water separation plant, tech-
nology it says is key to successfully
tap deep water oil reserves in places
like the Gulf of Mexico and offshore
Brazil. The three companies will be
equal partners in a project that
could cost up to 54 million
Norwegian krone ($US 10.66 mil-
lion) and will run until 2011.

Quantel Names Ganan to Head
Latin America Region

UK-based IT company Quantel on
Monday named Leonardo Emilio
Ganan as the company's new vice
president for Latin America and the
Caribbean. Prior to joining Quantel,
Ganan worked as regional director
for Mexico, the Caribbean, and key
accounts in South Florida for
Thomson Broadcast. Before joining
Thomson, Ganan was regional
director for Latin America at Grass
Valley Group, where he spent four
years managing the Latin American
sales and service organization. He
was also regional head for
Tektronix.

“ This opposition could derail its passage this year, setting 

a negative precedent for the Colombia FTA, as well as for

the Panamanian and South Korean free trade agreements.”
— Sen. Dick Lugar



Economic News
Chilean Economic Activity 
Grows 5.6 Percent in February

Chile's economic activity advanced 5.6
percent in February over a year ago, the
Central Bank reported on its Web site
Monday. The growth was ahead of market
expectations, according to analysts.
Economic performance benefited from
the additional working day in February
this year, JP Morgan Chase said in a
research note this morning. Last week, the
government announced that industrial
production grew 5.7 percent in February
compared to the same month a year ago.
Chile's economy hit a soft patch in the
third quarter of 2007, however, when
activity actually contracted. Real wages
have been flat in the South American
nation, and inflation and  potential energy
shortages amid a severe drought are
weighing on the economy. JPMorgan fore-
casts a below-potential 3.5 percent real
GDP advance in 2008.

IMF to Sell 400 Metric Tons 
of Gold to Shore Up Finances

The executive board of the International
Monetary Fund on Monday endorsed a new
package of measures to get the IMF's
financial house in order, including the sale
of 403.3 metric tons of its gold holdings.
The gold sales would be conducted in a
transparent manner with safeguards to
ensure that they do not add to official sales
and avoid any risk of market disruption,
the IMF said. The "lender of last resort"
has found itself struggling in recent years
to find a revenue model and mission suit-
ed to a period when emerging market
economies have been remarkably stable.
IMF Managing Director Dominique
Strauss-Kahn plans to revamp the IMF's
income model from one that primarily
relies on lending to one that generates
funds from various sources. Along with
budget cuts, the IMF expects to close the
projected income-expenditure gap of
$400 million within a few years. The IMF
holds 103.4 million ounces (3,217 metric
tons) of gold valued in February at $95
billion, making it the third largest official
holder of gold.
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Headlines from Miami
A Roundup of News from the IDB's Annual Meeting

US Treasury Secretary Praises Latin America's Resilience

Henry M. Paulson, Jr., the US Secretary of Treasury, said
Monday at the Inter-American Development Bank meet-
ings in Miami that Latin America's economies have
impressed critics with their resilience in the face of eco-
nomic woes in the United States. After describing the "dif-
ficult housing correction that is also impacting our capital
markets" in the US, Paulson said that "the good news is that
Latin American economies and financial markets have
proven more resilient to the recent global financial turmoil
than many might have expected. I believe we will work
through this period as we have worked through past peri-

ods...," Paulson said.

Brazil to Invest in Domestic Industry Stimulation, Official Says

Brazil's decision to freeze 19.4 billion reais (US$ 11.4 billion) in spending from
this year's budget will allow the government to adopt stronger measures to stim-
ulate its industry, the country's planning minister said on Monday, according to
Reuters. Paulo Bernardo said at the IDB's annual meeting that the reduction in
spending will pave the way for a stronger industrial policy, which is expected to
include tax breaks.

Chile Signs $180 Million in Loans for Sanitation, Heritage Sites

Chile's finance minister, Andres Velasco,
yesterday signed IDB loans for a total of
$180 million. A $100 million loan for an
integrated solid waste management pro-
gram will help improve environmental
quality and health conditions in urban and
rural areas in the country by implementing
integrated, sustainable systems for efficient
residential solid waste management.
Another $80 million loan for a heritage
preservation program will help protect and

restore cultural assets, including buildings, urban areas, and sites of national or
regional priority declared national monuments, in order to generate socioeco-
nomic benefits that contribute to sustainable development.

Gates: Region Should Focus on High School Science, Engineering

Latin America can be a leader in establishing world-class technological innova-
tion, Microsoft co-founder Bill Gates told Miami Herald columnist Andres
Oppenheimer at the IDB meetings in Miami. Asked what Latin American coun-
tries should do to compete with China and India, and stimulate technological
research and development that would allow them to produce higher-value added
exports, Gates said that the first thing would be improving the region's high
schools, and the second thing would be improving universities. "In all rich coun-
tries, and also in Latin America, the number of kids going into science and engi-
neering is surprisingly low," he said.

Velasco (L) and IDB President Luis
Alberto Moreno (R)
Photo: IDB.

Paulson
Photo: US Treasury
Department.



social situation. A rating agency pointing
out that Peru is a 'good payer of external
debt' doesn't change the fact that 44 per-
cent of Peruvian families live in poverty.
Diverse specialists point out that the
enormous poverty rate in Peru is due to
a lack of an effective social safety net to
protect families from the precarious
nature of employment, illness, crime,
and adverse events. In Peru, social pro-
grams are not well focused, they are inef-
ficient, and the government doesn't

know how to target resources to the
poorest. Recently, an earthquake devas-
tated thousands of families in the south,
and the government downright failed to
attend to the victims. The same situation
is seen among more than half a million
people affected by rains and flooding in
the north and by the problems of the rise
in food prices that affect the poorest
both in the countryside and the city,
without effective measures being taken
to address them. If the investment grade
allows an improvement in fiscal
accounts, as some point out, this will not
ensure more government efficiency to
address the problems of poverty in our
country. For this, a new economic and
social policy approach is required, one
that is oriented toward creating a broad
social safety net with adequate public
financing that not only gets people out
of poverty, but also prevents millions of
Peruvian men and woman from perma-
nently falling back into it."

AGuest Comment: Bertrand
Delgado: "The significance of
Peru's credit promotion to
investment grade by Fitch

implies that Peru will be able to access
credit in the international financial mar-
kets at better rates than without it and
global investors will look at Peru with
more optimism. Moreover, the upgrade
entails that Peru is better prepared to
face stressed external conditions. In my
view, it is imperative that the other rating
agencies promote Peru to the investment
grade category, which may come by the
end of 2008 or next year, so the country
has access to more resources. Moreover,
Peru's current and future governments
should consolidate and improve macro-
economic management and credit sol-
vency indicators, in order to continue
moving higher on the rating scale and
advance Peru's modernization process.
Importantly, Peru's leaders and people
should overcome class, ethnic, and
regional differences to reduce social ten-
sions and poverty levels, as well as
strengthen democratic institutions and
the rule of law to enhance governance
and political stability. Finally, Peru's rat-
ing upgrade is a step forward and recog-
nition not only for the current govern-
ment but also to previous administra-
tions that improved Peru's development
course. It is now the responsibility of the
current and next generations to be vigi-
lant and protective of what has been
achieved."

Luis Oganes is Managing Director and
Head of Latin America Research at
JPMorgan.

Eduardo Zegarra is a Senior Researcher
at the Group for the Analysis of
Development (GRADE) in Peru.

Bertrand Delgado is Senior Economist
and Currency Analyst for Mexico,
Argentina, Chile, Colombia, and Peru at
IDEAglobal in New York.
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“ In Peru, social programs are

not well focused, they are 

inefficient, and the government

doesn't know how to target

resources to the poorest.”
— Eduardo Zegarra


