
QBolivian President Evo Morales
is asking coca farmers to supple-
ment their crops with rice and
corn to boost food production, a

sign that soaring world food prices could
have the impact of curbing cultivation of
illicit crops used to make drugs. Will ris-
ing food prices persuade farmers to shift
to legal crops and lead to reduced nar-
cotics production?

A
Guest Comment: Sanho Tree:
"Supplementing coca crops with
grain cultivation will be good for
Bolivians and may help to reduce

net coca cultivation in Bolivia in the short
run, but it is unlikely to curb global drug
production in the long run. The cost of
coca leaf or coca paste for narcotraffickers
is but a tiny fraction of the final street value
of cocaine in consuming countries.
Ultimately, traffickers and middlemen can
afford to pay farmers much more for the
raw ingredient without significantly cut-
ting into their net profits. Thus, traffickers
can afford to outbid the market prices for
rice and corn. One cannot make a direct
comparison between the economics of
legal grain production with the incredible
risk premiums available in the prohibition
drug economy. The folly of our lawmakers
(as evidenced in Plan Colombia) has been
to urge coca farmers to 'simply' grow legal
crops, but the regions in which they live are
often remote and undeveloped. A kilo of
paste is easy to transport and sell. It's much
harder to grow hundreds of kilos of fruits

and vegetables that must be transported on
vehicles farmers do not have, over roads
that literally don't exist, to sell in domestic
and international markets to which they
don't have access, and to compete against
cheaper imports from international
agribusiness (often subsidized by US tax-
payers) against which they don't stand a
chance."

AGuest Comment: Melvyn
Levitsky: "Rising food prices
could assist governmental efforts
to attract illegal drug crop grow-

ers away from their current activity and
into legitimate production. However, a
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Bush Urges Congress to Pass
US-Colombia Free Trade Deal 
The US Congress should reward
Colombia's gains against violence by
approving a free trade deal with the
Andean nation, President George W.
Bush said Tuesday. See story, page 2.

Photo: White House.



Political News

Nuclear Bombers in Cuba Would
Cross "Red Line"—US General

Russia would cross a "red line" if it sta-
tioned nuclear bombers in Cuba, a US Air
Force general said Tuesday. "If they did, I
think we should stand strong and indicate
that is something that crosses a threshold,

crosses a red line for
the United States of
America," General
Norton Schwartz told
US lawmakers during
his confirmation hear-
ing to become the Air
Force's chief of staff,
according to Agence
France Presse. Schwartz
was reacting to a report

Monday in Russian daily Izvestia that the
Russian military was considering sending
long-range nuclear bombers to Cuba in

response to US plans to install a missile
defense system in Eastern Europe. The
Russian government has not denied the
report. The situation is eerily reminiscent
of the 1962 "Cuban missile crisis," in
which the US and former Soviet Union
came to the brink of nuclear war after the
US discovered the Soviets had installed
nuclear missiles on Cuba. The Soviet
Union ultimately backed down and with-
drew the missiles, although its continued
military cooperation with Cuba rankled
successive US administrations. The Bush
administration says Russia should not see
plans to establish a missile defense system
in Eastern Europe as a threat, and says that
it even wants to include Russia as a partner
in the system. But Russia's new president,
Dmitry Medvedev, who took office in
May, has warned that the missile defense
project worsens regional security and will
force Moscow to consider counter-meas-
ures, according to AFP.

Economic News

Bush Calls on Congress to Approve
Free Trade Deal With Colombia

The United States Congress should reward
Colombia's hard-fought gains against vio-
lence by approving a free trade agreement
with the Andean nation, President George
W. Bush said Tuesday. In a speech at the
White House to mark Colombia's inde-
pendence day, Bush praised Colombian
President Alvaro Uribe for his accomplish-
ments in reducing violence with US sup-
port under the eight year-old, multibillion
dollar Plan Colombia, and hailed Uribe's
victories against "drugs and crimes and
terror," highlighting the daring July 2 res-
cue of 15 hostages, including three
Americans, held by the FARC rebels. "The
success of this rescue mission underscores
the progress the Colombian government
has made," Bush stated. "America should
support this noble stand by the

Colombian people. And the single most
important step we can do so is for the
United States Congress to approve the
Colombia free trade agreement that our
countries signed more than a year and a
half ago." Bush submitted the trade pact to
Congress in April under a law requiring
lawmakers to vote on it within 90 days.
But Speaker of the House Nancy Pelosi
(D-CA) pushed through a rule change
allowing her to indefinitely delay a vote, a
move that infuriated the Bush administra-
tion and the trade agreement's supporters.
Many Democrats, including presidential
candidate Barack Obama, oppose the
agreement, saying Colombia must show
progress in curbing violence against trade
unionists. Republican lawmakers last week
urged Pelosi to allow a vote on the trade
deal, saying it would die if it didn't get a
vote in the current session of Congress.
[Editor's note: look for related Q&A in
tomorrow's issue of the Advisor.]
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S&P Raises Credit 
Rating for Uruguay

Standard & Poor's announced
Tuesday it raised Uruguay's sover-
eign debt rating by one level, bring-
ing the South American country's
long-term credit rating to "BB-"
from "B+". The stable outlook
reflects strengthening macroeco-
nomic conditions in Uruguay,
despite short-term pressures on
inflation, S&P said in a press release.
Given Uruguay's still-significant
debt burden and vulnerability to
external shocks, however, fiscal con-
solidation remains a concern, S&P
said.

Navistar to Supply GM's Brazilian
Unit Under $2 Billion Contract

General Motors said Tuesday that a
subsidiary of Navistar International
has agreed to supply its Brazilian
unit with diesel engines, Reuters
reported. Under the nearly $2 billion
contract, MWM International
Motores will supply GM with
420,000 diesel engines between 2011
and 2018, according to the report.
GM wants to launch new models to
meet surging demand in Latin
America and other emerging mar-
kets where sales have been strong
amid a slowdown in US business.

Millicom Buying Central
America's Amnet for $510 Mn

Millicom International Cellular
announced Tuesday it was buying
Central American broadband and
cable television company Amnet for
$510 million. Privately held Amnet
started in 1997 and has become a
leading service provider in Costa
Rica, Honduras, and El Salvador,
with corporate data services in
Nicaragua and Guatemala. The
company has 350,000 customers and
$143 million in annual sales rev-
enue, according to Millicom.

“ ... I think we should stand strong and indicate that is something that

crosses a threshold, crosses a red line for the United States of America.”
— Norton Schwartz

Scwhartz
Photo: US Air Force.
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Inflation Still "in the Pipeline" in
Mexico—Central Bank Governor

Food and energy prices are stabilizing,
but more price increases may be in store
for Mexican consumers, the head of the
country's central bank said Tuesday,
according to Bloomberg News. Banco de
Mexico Governor Guillermo Ortiz said
that while record prices for commodities
are showing signs of leveling off, increases
in food and energy costs are still working
their way from producers to wholesalers
and consumers. "Even if commodity
prices stabilize, there is still inflation in the
pipeline," Ortiz was quoted as saying in an
interview. "Our task is to anchor expecta-
tions, avoid contamination and this is our
primary concern. We will try to make sure
that we achieve this objective and pass this
inflationary bump with the least collateral
damage possible." Inflation in Mexico has
accelerated for five straight months, and
consumer prices rose 5.26 percent in June,
the first month that annual inflation
exceeded the bank's forecast of no more
than 5 percent for this year. The bank
increased its benchmark rate for a second
straight time last week to 8 percent, and is
expected to raise the rate at least once
more before the end of the year. Ortiz said
inflation could be fueled if the govern-
ment reduces energy subsidies, according
to Bloomberg News. The elimination of
subsidies, which are expected to cost $20
billion this year, would add between 1.5
percentage points and 1.8 percentage
points to the inflation rate if they were
removed at once, the central bank gover-
nor said. On Tuesday, Secretary of
Communications and Transport  Luis
Tellez said the government would not sub-
sidize the cost of jet fuel to support the
country's airline industry, which is strug-
gling because of high oil prices, Reuters
reported. Tellez said subsidies on jet fuel
would be unfair because only a small frac-
tion of Mexicans travel by airplane.
Another factor that could fuel inflation
are wage hikes, as unions across the coun-
try negotiate higher pay. On Monday, state
oil monopoly Pemex said it agreed to a 4.8
percent pay increase for its unionized oil
workers, avoiding a strike planned for
August 1, Reuters reported. The union had
sought an 11 percent increase.

Company News

Telmex Posts 13 Percent Drop 
in Second-Quarter Profit

Mexican fixed-line telephone giant
Telmex on Tuesday reported a 13 percent
decline in second-quarter net earnings
amid a drop in revenues. In a release,
Telmex said majority income from contin-
uing operations in the April-June period
totaled 6.19 billion pesos ($US 615 mil-
lion), down from 7.12 billion pesos for the
same three months of last year. Revenues
fell 6.3 percent year-on-year in the quarter
to 31.93 billion pesos, with revenues from
local service—its biggest source of
income—falling 10.4 percent to 12.327
billion pesos. Telmex attributed the drop

in local revenue to "the 8.5 percent reduc-
tion in real terms of revenue per local
billed call and to the decrease in local traf-
fic due to competition from both cellular
telephony and other fixed telephony oper-
ators." Telmex, which controls more than
90 percent of fixed lines in Mexico, has
had little to fear from competition in the
past, but recent and planned reforms,
including a proposal to open up Mexico's
fixed-line sector to foreign investment,
beyond restrictions limiting foreign con-
trol of fixed-line operators to 49 percent,
could put more pressure on the operator
[Editor's note: see related Q&A in the July
21, 2008 issue of the Advisor.] In its earn-
ings release, Telmex said EBITDA (earn-
ings before interest, taxes, depreciation,
and amortization) fell 7.5 percent in the
second quarter to 14.42 billion pesos.

IInntteerr--AAmmeerriiccaann  DDiiaalloogguuee’’ss  LLaattiinn  AAmmeerriiccaa  AAddvviissoorr WWeeddnneessddaayy,,  JJuullyy  2233,,  22000088

Page 3 of 4Copyright © 2008, Inter-American Dialogue

long-term, successful effort will depend
on much more than temporary crop sub-
stitution programs. In order to provide
sustainable alternative livelihoods for the
cocaleros in the Andes (and for illegal
opium growers in Asia as well), govern-
ments will have to come forward with a
full package of assistance, including
security and protection from the traffick-
ers, agricultural extension programs with
the means to get legitimate crops to mar-
ket, and  programs of education and
social welfare to benefit farmers' families.
Such efforts will depend on whether the
government has presence and authority
in the areas of production. If not, for
example in Colombia, the traffickers and
the FARC can easily convince or coerce
the cocaleros in the areas they control
into continuing the cultivation of coca.
The bottom line is that rising commodi-
ty prices can be a factor in effective pro-
grams to stem illegal crop cultivation,
but will not have important, lasting effect
by themselves."

AGuest Comment: John Walsh:
"It can't hurt, and it should
help. Rising food crop prices
are good for farmers. Higher

prices raise rural incomes and over time
can help farmers diversify production in
ways that lessen reliance on any single
crop, including coca. (To avoid produc-
tion booms and price collapses, govern-
ment incentives should promote a vari-
ety of crops.) Alternative development
efforts have foundered historically
because aid has been conditioned on
prior eradication of coca; initiatives were
designed externally with scant local
input; alternatives did not suit local ecol-
ogy or customs; transportation and
other infrastructure were lacking; and
markets did not materialize. But at least
in the case of Bolivia's Chapare region,
there's now a basis for sustained success.
Chapare farmers are not being asked to
completely eliminate their coca, but to
limit it to about half an acre, or cato, and
on the whole they are sticking to the lim-
its. Chapare farmers already grow rice for
their own consumption. Strong prices
for rice and other food crops should help
reinforce the cato system in the Chapare,
and could even help contain coca's
expansion in other regions, including the
La Paz Yungas. The lucrative cocaine
market ensures that coca growing will
persist, but if complementing incomes

Continued on page 4
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and permitting diversification is under-
stood to be the proper goal, then har-
nessing the rising prices of food crops
makes sense."

AGuest Comment: Maria Velez
de Berliner: "Rising food
prices are an incentive to
increase agricultural produc-

tion, but they are not a necessary condi-
tion to switch crops. Factors such as
economies of scale, costs, transportation,
storage facilities, transport infrastruc-
ture, and capital are essential in deciding
what to grow ... Sustainable, competitive,
value-added agriculture demands
dependable transport infrastructure to
satisfy internal and export markets.
Bolivia's agriculture is plagued by non-
existent or deficient infrastructure,
excluding coca leaf or paste that travels
on mules, or on carretas, over Inca-era
trails. Grains have longer shelf life than
bananas and tropical fruits (the center-
piece of the crop-substitution program
funded and managed by the USAID),
but their shelf life does not match that of
dried coca leaf, coca paste, or cocaine;
these last for years. Grains also require
large quantities of water for irrigation,
fertilizers, pest control, and processing
equipment. Coca does not. The high
costs of fertilizers, equipment and trans-
portation, caused by high oil prices,
lower the viability of grains for export
markets in a landlocked country, such as
Bolivia, and grown in small plots by
small producers. For this program to
succeed on a larger scale, Morales needs
to attract FDI in agriculture and trans-
port infrastructure. He can source Brazil,
Bolivia’s major trading partner (48 per-
cent of Bolivian exports go to Brazil) for
agricultural technology, pest-resistant
strains, and innovative advances in crop
planning and management. Brazil can
also assist in expanding the transport
infrastructure and improving what
exists. Coca growing will stay, for it is
essential to life in the Altiplano. But this
program is a good start for Morales to
move Bolivia from dependency on coca
growing for survival to crops that help

coca growers augment their food sup-
plies and incomes by legal means."

AGuest Comment: Ethan
Nadelmann: "Basically, no.
Farmers will grow more corn
and rice when market condi-

tions make it favorable for them to do so,
as seems to be happening now. No legal
crop will ever compete effectively with
cannabis, coca, and opium, however, so
long as those crops remain illegal. The
profits will always be greater. Merchants
can always pay more since the price paid
to farmers for illicit crops is such a tiny
percentage of the final consumer price.
Of course, intensified law enforcement
combined with better prices for legal
crops can persuade some farmers to quit
growing illicit crops. But the net result is
to increase the potential earnings of
whoever keeps growing illegally as well
as those tempted to start. There's simply
no getting away from the fact that
cannabis, coca, and opium are part and
parcel of global commodities markets
just like corn, rice, coffee, and tobacco.
So long as the demand exists, the supply
will too."
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