www.thedialogue.org

Tuesday, July 22, 2008

INTER-AMERICAN DIALOGUES

BOARD OF ADVISORS

Diego Arria
Director,
Columbus Group

Genaro Arriagada
Board Member, Banco
del Estado de Chile

Joyce Chang
Global Head of
Emerging Markets
Research, JPMorgan
Chase & Co.

W. Bowman Cutter
Partner,

E.M. Warburg
Pincus

Rui da Costa
Managing Director,
Latin America & the
Caribbean,
Hewlett-Packard Co.

Alejandro Delgado
Economist for Latin
America, Africa, the

Middle East & Mexico,

General Motors

Dirk Donath
Managing Director,
Eton Park Capital
Management

Jane Eddy
Managing Director,
Corporate & Govt.
Ratings Group,
Standard & Poor's

Marlene Fernandez
Former Bolivian
Congresswoman and
Ambassador

Wallace Gardner
Vice President,
Worldwide Sales,
Chubb & Son

Javier Garza
Chairman and CEQ,
Grupo Domos
Internacional

Peter Hakim
President,
Inter-American
Dialogue

Donna Hrinak
Director for Corporate
and Govt. Affairs,
Kraft Foods Inc.

Jon Huenemann
Principal,
International
Department,
Miller & Chevalier

James R. Jones
Co-chair,

Manatt Jones

Global Strategies LLC

John Maisto
Director,

US Education Finance
Group

Nicolas Mariscal
Chairman,
Grupo Marhnos

Thomas F.
MclLarty Il
President,

Mclarty Associates

Carlos Paz-Soldan
Partner,
DTB Associates, LLP

Beatrice Rangel
Director,
AMLA Consulting LLC

José Antonio Rios
Chairman,

Global Crossing
Latin America

Andrés Rozental
President,
Rozental & Asociados

Everett Santos
President,
DALEC LLC

Roger Scher

Head of Latin American
Sovereign Ratings,
Fitch Ratings

Copyright © 2008, Inter-American Dialogue

FEATURED 0&A

LATIN AMERICA ADVISOR

What Are the Prospects for a Breakthrough in WTO Talks This Week?

Trade ministers are meeting in
Geneva this week in what are
being described as "make-or-
break" talks for a new agreement
on global trade. What are the prospects for
a breakthrough, and what role will Latin
America—particularly Brazil—play?

Guest Comment: Ed Gresser:

"This is the Doha Round's fourth

make-or-break session, following

those in Cancun in 2003, Hong
Kong in 2005, and Potsdam in 2006. Thus
far there have been more chips and frag-
ments left on the floor than things made.
The WTO's director-general, Pascal Lamy,
by personality and the nature of his job an
optimist, places the chance of break-
through this time at 50-50—which means
it is probably somewhat less. Events so far
this week are not totally promising. One
day into the talks, the French agriculture
minister has insisted that the EU will not
offer anything new, the Brazilian foreign
minister has compared his negotiating col-
leagues to Dr. Goebbels, and the Indian
trade minister has not shown up. Not an
auspicious first day. But it is also true that
seven years after the Round began, the
negotiators all know where a deal lies: a
basic agreement by rich countries to
reform farm policies more fully than they
have offered so far, and by large developing
countries to open manufacturing and serv-
ices markets. In this circumstance, Latin
America does have a chance to help the
world pull out a success, though.

Inside This Issue

Brazilians, Argentines, Peruvians, and
Chileans will be among the major winners
in farm reform. They know that if this
chance is missed, the world will not return
to farm policy reform for a long time. With
some flexibility in manufacturing and serv-
ices, they can help the rest of the WTO
members find a path toward the goal."

Board Comment: Jon
Huenemann: "The conventional

wisdom is that a breakthrough

should not be counted on. That

said, one should not preclude the prospect
of a breakthrough of sorts. There is a
recognition that nothing gained out of the
ministerial could doom Doha, and key
Continued on page 3
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Chavez Travels to Russia to
Sign Arms, Energy Deals

Venezuelan President Hugo Chavez
arrived in Russia early today, where
he is expected to sign arms and
energy deals. See story on page 2.
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Helicopter Used to Transport
Bolivia's Morales Crashes

A Venezuelan military helicopter
that is often used to transport
Bolivian President Evo Morales
crashed in central Bolivia Monday,
the Associated Press reported.
Morales was not aboard and is safe,
but four Venezuelan military per-
sonnel and a Bolivian officer were
reported killed, Bolivia's defense
minister said. Morales had used the
helicopter on Saturday and was
scheduled to use it again on
Monday.

Economists: Brazil to Miss
Inflation Target This Year

Brazil will miss its inflation target
this year for the first time since
2003, Bloomberg News reported
Monday, citing a weekly Central
Bank survey of economists. Annual
inflation will end this year at 6.53
percent, more than the Bank's target
of 4.5 percent, plus or minus 2 per-
centage points. The forecast is
expected to increase pressure on the
Bank to raise its benchmark interest
rate further from the current 12.25
percent.

America Movil Posts 25 Percent
Growth in Second-Quarter Profit

Mexico-based America Movil, Latin
America's biggest mobile operator,
said Monday its second-quarter net
profit rose 25 percent over the same
period a year ago. Strong subscriber
growth rates in Latin America
brought net profit to 17.7 billion
pesos (US$1.75 billion), the compa-
ny said in a press release. The com-
pany added over six million new
subscribers in the second quarter.
America Movil's total sales increased
14 percent compared to the second
quarter of 2007 to 84.6 billion
Mexican pesos.
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Political News

Venezuela's Chavez Travels to
Russia to Sign Arms, Energy Deals

Venezuelan President Hugo Chavez
arrived in Russia early today, where he is
expected to sign arms and energy deals,
Reuters reported. "I have great hopes we
will be able to continue building our
strategic alliance,” Chavez was quoted as
telling journalists after landing in
Moscow. "The deals will guarantee the
sovereignty of Venezuela, which is being
threatened by the United States." Since
Chavez took office in 1999, Venezuela has
purchased at least $2 billion in arms from
Russia, including 24 Sukhoi fighter jets,
dozens of helicopters, and 100,000
Kalashnikov assault rifles, according to
Reuters. Chavez reportedly wants to pur-

first time if the country's Congress does
not approve hiring foreign partners for
domestic offshore projects, Bloomberg
News reported early today, citing Pemex
CEO Jesus Reyes Heroles. Reyes Heroles
said Pemex could look for partners on the
US side of the Gulf of Mexico, off the coast
of Cuba, and in Latin America unless law-
makers approve an oil sector bill proposed
by President Felipe Calderon. Pemex
needs foreign help because it doesn't have
the technology to drill in water deeper
than 500 meters, he said. "If we can't learn
it here, we have to learn somewhere else,"
Reyes Heroles was quoted as saying in an
interview. "We could partner with other
companies." He said Pemex would prefer
to drill in its own territory because "we
think the probability of success would be
higher than in the US Gulf of Mexico."
Under the reform bill, Pemex would have

The weapons deals have alarmed the United States,

which questions why Venezuela needs them.

chase tanks, missiles, and submarines to
further bolster its arsenal. The weapons
deals have alarmed the United States,
which questions why Venezuela needs
them. Meanwhile, Russian oil company
LUKOIL, state-controlled gas monopoly
Gazprom, and state railway monopoly
Russian Railways hope to boost invest-
ment in Venezuela. LUKOIL is currently
exploring a block in Venezuela's Orinoco
heavy oil belt. It has also considered build-
ing a refinery in Venezuela, but com-
plained last month that legal changes were
delaying its production plans. Chavez has
visited Russia five times since 1999. This
will be his first meeting with new Russian
President Dmitry Medvedev, who took
office in May.

Company News

CEO: Pemex May Look to Drill
for Crude Outside of Mexico

Mexican state oil monopoly Pemex may
drill for crude outside of Mexico for the

more flexibility in hiring foreign and pri-
vate companies to explore, produce,
refine, and transport oil. However, law-
makers belonging to the opposition PRI
party, whose support is critical to the bill's
passage, have questioned several aspects of
the legislation, leaving its future uncer-
tain.

Economic News

Official: Panama Canal Expansion
May Not be Enough Over Long Term

The Panama Canal's current $5.25 billion
expansion may not be enough in the long
term amid projections for continued ship-
ping growth through the waterway, an
official said Monday, according to Reuters.
Further expansion might be necessary to
double the capacity of the Canal as
Chinese exports to the eastern United
States grow, said Rodolfo Sabonge, head of
market analysis for the Panama Canal
Authority. "If the projections we have
today are realized within five years, we'll
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have to respond or carry out the necessary
studies to be ready to expand the Canal
once again," Sabonge told reporters in
Panama City. The Authority forecasts an
increase in shipping through the Canal of
almost 3 percent per year over the next
three decades. "In the short term, this year
will be flat ... but this will be corrected in
the long term. We're in a good position
because the increase in [US] imports is
going to overtake the capacity of West
Coast [ports] in the United States," he
said. Panama began the current Canal
expansion late last year after it was
approved by voters in a 2006 referendum.
The expansion work is due to be complet-
ed in 2014.

Argentine Stock Market Surges on
Reports of End to Tariff Freeze

Argentina's MerVal benchmark stock
index posted its second biggest gain of the
year on Monday, led by power companies
that rallied on media reports of possible
rate hikes for natural gas and electricity,
Reuters reported. The MerVal rose 3.9
percent to close at 1,981.76 points, reduc-
ing its losses in July to 5.98 percent,
according to the report. Gains were led by
power transmission company Transener,
which saw its shares rise 15.3 percent to
1.13 pesos per share, while shares in
Edenor, Argentina's largest electricity dis-
tributor, increased 11.62 percent. The
surge in the power companies' stocks
came amid media reports that the govern-
ment of President Cristina Fernandez was
considering lifting a freeze on residential
electricity and natural gas tariffs in place
since Argentina's 2001-2002 economic
collapse and currency devaluation.
Analysts say the tariff freeze has hampered
investment in Argentine utilities, creating
energy shortages in the South American
nation. Bear Stearns said in a research
note in February that electricity rates in
Argentina are about a third of those in
neighboring Brazil, and said that during a
visit to Argentina it was told by Edenor
staff that "most Edenor customers pay
more for a hamburger and movie ticket
than for their monthly electricity bill."
[Editor's note: see related Research Alert
in the the March 3-7 issue of the weekly
Latin America Energy Advisor.]
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players do not want to see that. However,
I would not be surprised if a very creative
way of defining a breakthrough were to
occur given the major gaps left to close.
The Americas is not a monolith on
Doha. Brazil's role, however, is critical in
many respects, and I suspect that while
Brazil has its differences with the US,
Europe, and others, it will find ways to
help advance Doha in this ministerial.
Minister Amorim, while he continues to
publicly note that developed countries
must do more and that developing coun-
try positions are being misportrayed by
developed countries, is not likely to put
Brazil in a position to be the fall guy for
this ministerial. This ministerial will be a
real test for whether Brazil can play the
role of leading the G-20—which is like
herding stray cats—and advancing
Brazil's agriculture agenda, while at the
same time taking on more responsibility
in industrial goods and services. If it can,
Doha may continue to live, and possibly
with a bit of gusto."

Guest Comment: Joaquin

Jacome Diez: "After the mon-

umental collapses of the

Cancun and Hong Kong minis-
terial meetings a few years ago, one can-
not be very optimistic about the current
meeting in Geneva. However a more
positive outlook could be expected. In
Latin America, several countries have
negotiated or implemented free trade
agreements with the United States and
the European Union that bring in vast
amounts of foreign direct investment,
helping development. This could have a
positive impact on the vision some Latin
American countries have about global-
ization and therefore their negotiating
positions in Geneva. On the other hand,
most countries of Latin America that are
experiencing healthy economic growth
are being challenged mainly by two ele-
ments: the US economic slowdown trig-
gered by the subprime mortgage melt-
down and the inflation caused by the
unprecedented rise in food and oil

prices. Reaching some kind an agree-
ment could send a strong message about
the region's commitment to globaliza-
tion. However there are issues like the
longstanding disputes with the EU over
its banana regime, which discriminates
against Latin America and threatens a
positive outcome of the trade talks. This
issue has played a center role in the
launching of the Doha round. The
United States, based on its experience in
the FTAA negotiations and other region-
al initiatives, is making an effort to
reshape the relationship with Brazil,
accommodating its interest as a leader in
the region and a true global player. This
new approach has resulted in a synergy
that could be a great asset during global
trade talks."

Guest Comment: James

Kenworthy: "WTO ministers

have been saying since 2004

that the Doha Development
Agenda (DDA) round must be conclud-
ed by the end of 2008. That's not likely.
The purpose of this week's trade ministe-
rial in Geneva is to try to develop enough
agreed-upon inputs into the negotiations
to justify its continuation. The particular
subject is 'modalities'—the formulae for
the percentage reductions of tariffs on
agricultural and  non-agricultural
(industrial) goods. Unless an agreement
on modalities can be reached, it would be
useless to go on with negotiation of indi-
vidual member schedules for such reduc-
tions, let alone to further negotiations on
other controversial subjects such as serv-
ices and rules. WTO members on all
sides have reiterated that unless they can
come to some agreement on the way to
deal with agricultural and industrial sub-
sidies and market access, there simply
can be no overall agreement. Latin
American countries, like most develop-
ing countries, complain that this round
is supposed to be a 'development' round
that caters to their economic and com-
mercial concerns, but that it has failed to
do so because of what they assert is

Continued on page 4
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developed country (read EU and US)
intransigence in the areas of subsidies
and market access. The EU and US com-
plain that efforts by the Group of 20
countries (developing and least devel-
oped, led by Brazil, India, and China) to
incorporate 'sensitive product’ excep-
tions, lower tariff reduction require-
ments, and 'special safeguards' essential-
ly undermine the possibility of improved
market access. So, what will happen if
efforts to revive the DDA round fail, a
result that looks increasingly likely given
that agreements in the WTO must reflect
a 'consensus' of its 152 members? First, it
suggests that the WTO may no longer be
a viable forum for effective negotiation
of global trade because of the difficulty
of achieving consensus among so many
members with zero sum interests. This
would likely induce even more regional
and bilateral trade agreements, further
undermining the 'multilateral' regula-
tion of global trade. It could even revive
the moribund Free Trade Agreement of
the Americas. Second, going forward
into further multilateral negotiations
may not be feasible, given political con-
straints on international efforts to gov-
ern global trade both here in the US with
our upcoming election and in other
countries as well. One answer may be
simply to declare the DDA 'dead' and
await a better climate for negotiations
sometime in the future."

Guest Comment: Bruno

Drago: "The scenario for this

week's negotiation of the Doha

Round is pessimistic. Proposals
are far from consensus, even within the
same negotiation groups. On agricultur-
al products, while the G-20 defends a 54
percent tariff reduction, the European
Union, Japan, and Switzerland demand
import quotas, especially for products
sensitive to Brazil, such as meat, sugar,
and ethanol. On the subsidies discus-
sions, while developing countries
demand a $13 billion ceiling, the US
hides a new proposal on the issue based
on increased access for sensitive indus-
trial products, such as automotives, tex-
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tiles, and chemicals. In this respect,
developing countries still diverge; while
players such as Brazil and South Africa
are keen on accepting higher reductions
in industrial product tariffs, they face
resistance from others, such as Argentina
and Venezuela. As the main articulator
for the G-20 and G-110, and one of the
main interlocutors between developing
and developed countries, Brazil has a
leading role this week. Accommodating
interests within developing countries,
especially pushing down tariffs on
industrial products and cooling agricul-
tural exporters' spirits, seems to be a
tough but feasible task. A more difficult
one will be balancing such offers with
Europe's demand for quotas and the
mysterious US subsidy offer. Contrary to
European Union Trade Commissioner
Peter Mandelson's view, Brazil is doing
more than ever, and will hardly be
blamed for the expected failure of the
Round."

Ed Gresser is Director of the Trade and
Global Markets Project at the Progressive
Policy Institute.

Jon Huenemann is a member of the
Advisor board, a Principal in the
International Department at Miller ¢
Chevalier, and a former Assistant US
Trade Representative with responsibilities
in the Americas. He was Special Assistant
to the USTR during the Uruguay Round
that formed the WTO.

Joaquin Jacome Diez is a Senior
Partner at Jacome ¢ Jacome in Panama
and a former Panamanian Minister of
Trade.

James Kenworthy is a consultant in
international trade and investment.

Bruno Drago is a Partner at Demarest &
Almeida Advogados in Brazil.
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