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LATIN AMERICA ADVISOR

Annual Predictions Survey 2009

Editor's note: we are pleased to publish the first in this year's series of the Latin America
Advisor's "Annual Predictions Survey" results. This annual feature captures the latest fore-
casts, data, and analysis from regional experts. Survey results will run in the Advisor through
early January.

Latin America Faces 'Remarkable Deceleration' in Growth
By Alfredo Coutino

Latin America has shown a strong resilience to the international crisis. During 2008 the
region's performance did not show major signs of deceleration. In fact, in the first half of
the year, the region performed at a speed similar to that of one year before. It wasn't until
the third quarter that countries started to show signs of moderation. In Argentina,
Colombia, Mexico and Venezuela, activity showed more deceleration as a result of both

weaker external demand and GDP Growth Forecasts for 2009
domestic restrictions. However, in Percent change (over a year ago)
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However, there were countries in
which demand pressures played an
important role as in the cases of
Argentina, Chile, Colombia, Peru and Venezuela. Even though central banks recognized
the influence of imported inflation on domestic prices, they started an aggressive wave of
monetary restrictions. However, the significant adjustment of international prices has
improved the region's inflation prospects.

Venezuela 19 14 15 28 -1.0 15 14

Source: Latin America Advisor

Financial markets have not escaped the wave of global contractions. Markets have been

Continued on page 4
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Accused Arms Dealer to FARC
Fights Extradition to US

A Russian businessman, who stands
accused of attempting to sell
weapons to undercover US agents
posing as Colombian FARC guerril-
las, is fighting extradition to the
United States, the Associated Press
reported Tuesday. Viktor Bout, a for-
mer officer of the Soviet air force,
on Monday told a court in Bangkok
that he was not involved in the
alleged scheme. "I never met anyone
from FARC," Bout said. "I've never
talked to anyone from FARC."

Ecuador Will Sell $3.9 Billion in
Domestic Bonds

Ecuador, which earlier this month
defaulted on $3.9 billion worth of
global bonds, said Tuesday it will
issue up to $1.5 billion in bonds on
the local market, reported
Bloomberg News. The government
of President Rafael Correa plans to
use the proceeds from the domestic
bond sale to fund investments
through the end of 2009, said the
leader of Ecuador's securities regula-
tor, Pedro Solines. The terms of the
bond sale were not announced.

Cemex Shares Grow on the Heels
of Debt Financing Deal

Mexico's Cemex, the world's third
largest cement maker, saw the
strongest growth in its stock in a
week on Tuesday, buoyed by a $3.7
billion debt refinancing deal, report-
ed Reuters. Cemex shares rose 8.8
percent to close at 12.45 pesos in
Mexican trading, and its American
depository shares rose 7.8 percent to
$9.30. Cemex said Monday that it
confirmed a deal with creditors to
extend maturities on $2.2 billion of
debt through 2011, and to refinance
nearly $1.5 billion of a $3 billion
syndicated loan scheduled to mature
in December 2009.
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Political News

Salvadoran President Says He Will
Withdraw Troops From Iraq

Salvadoran President Tony Saca said
Tuesday that he will withdraw all of El
Salvador's troops from Iraq after

Saca announces the withdrawal Tuesday.

Photo: Salvadoran Government

December 31, the Associated Press report-
ed. The withdrawal would remove Latin
America's last soldiers from the country.
"We have fulfilled our mission with Iraq,"
Saca said in San Salvador. Saca's conserva-
tive party is in a tough fight to keep the
presidency in next year's elections. He
denied that he is pulling the troops out
because US President George W. Bush is
leaving office in less than a month. He
added that although Iraqi President Jalal
Talibani wrote to him asking that the
Salvadoran troops remain, Saca said Iraqi
officials never followed up on the request.
"We haven't received, in recent days, any
request from the Iraqi parliament or Iraqi
authorities," he said. "If we had received
something recently, my decision would
have been to keep the troops in Iraq." El
Salvador's Congress had authorized Saca
to keep the troops in Iraq until next June.
However, Saca has faced public pressure to
pull them out. "As president of this coun-
try and as the commanding officer of its
armed forces, we should be happy with
our participation in Iraq," Saca said. "We
have helped rebuild a large part of the
Iraqi area." In the past five years,
Salvadoran soldiers have helped 7 million
Iraqis by finishing 350 education, health
and infrastructure projects. Since the
beginning of the Iraq war in 2003, five

Salvadoran soldiers have been killed in
Iraq and more than 20 have been injured.
Currently, 200 Salvadoran soldiers are
based near the Shiite city of Kut in the
southeastern part of the country. Great
Britain has said it would withdraw its
4,000 service members from Iraq by late
May. Estonia, Romania and Australia also
have troops in Iraq.

Brazil and France Sign $12 Billion
Arms Agreement

French President Nicolas Sarkozy on
Tuesday signed an arms deal with Brazil
worth approximately 8.6 billion euros
($US 12 billion), wire services reported.
The agreement covers contracts for both
French and Brazilian companies, and
includes the building of 50 helicopters and
five submarines, one of which will become
Brazil's first nuclear-powered sub. The 50
EC725 Cougar helicopters will be built by
Helibras, the Brazilian subsidiary of
Eurocopter, which is part of European
aerospace group EADS. Under the terms
of the deal, France will also transfer tech-
nology to Brazil to help it build four con-

¢ The partnerships with France
will allow Brazil to make the

necessary technological leap to

restructure its armed forces. »

— Luiz Inacio Lula da Silva

ventional submarines. France will also
assist Brazil on the non-nuclear parts of
the nuclear submarine. "The partnerships
with France will allow Brazil to make the
necessary technological leap to restructure
its armed forces and put in place our new
defense strategy," said Brazilian President

To Our Subscribers

Please note that in observance of the
Christmas and New Year's holidays, the
next issue of the Latin America Advisor
will be published on January 5, 2009. We
wish our readers a happy holiday season
and a prosperous new year.
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Luiz Inacio Lula da Silva after the signing
ceremony, according to Bloomberg News.
Sarkozy said a powerful Brazil would be
"an element of stability in the world."

Economic News

Accion International Investing $4.2
Million in Microinsurance Initiatives

Accion International is investing $4.2 mil-
lion in two companies that offer microfi-
nancing, Accion said Tuesday in a press
release. The private non-profit group,
which issued its first microloan in Brazil
in the 1970s, is investing $1.2 million in
ParalLife, a Swiss microinsurance holding
company that started its operations in
Mexico last year. Accion will support its
expansion into Colombia. Accion says it
will draw on "its microinsurance experi-
ence, institutional relationships and
strong market presence in Latin America"
to contribute to ParaLife's new offering of
"low-cost insurance products tailored to
the needs of those at the base of the pyra-
mid." Accion is also making a $3 million
investment in Leapfrog Investments, a
$100 million microinsurance investment
fund based in Mauritius.

Gas-Producing Countries Agree on
New Forum for Collaboration

Twelve of the world's largest gas exporting
nations met Tuesday in Moscow, where
they finalized a charter for the Gas
Exporting Countries Forum (GECF),
which aims to supervise the gas market
and allow for collaboration between gas-
producing countries, reported wire servic-
es. The forum, which will be permanently
headquartered in Qatar, includes the
world's biggest hydrocarbon producers,
including Iran and Russia, and from the
Western Hemisphere, Bolivia, Venezuela
and Trinidad and Tobago. The deputy
chief of Russia's Gazprom, Alexander
Medvedev, dismissed fears that the organ-
ization would become a "Gas OPEC" by
seeking to control prices. "Analogies don't
fit, because the mechanisms of OPEC,
based on establishing extraction quotas
can't be applied to the gas sector, which
operates with long-term supply con-
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Eye on the Americas

A Monthly Look at Key Hemispheric Issues by the Dialogue's Dan Erikson

Haiti's Unravehng Will Pose Test for President-elect Obama

WASHINGTON—Haiti's slow but steady climb out of its political
and economic abyss was severely jeopardized in 2008 by a series of
internal and external shocks. In the spring, escalating food prices
prompted widespread riots as the population pushed back against a
40 percent rise in the costs of basic food commodities, which cut
deeply into the standard of living for a population where most peo-
ple subsist on less than two dollars per day. The Haitian food crisis
contributed to the ousting of Prime Minister Jacques-Edouard Alexis and led to
months of political instability. After rejecting a string of prime ministerial nominees
set forth by President Rene Preval, Haiti's parliament eventually reached consensus on
the nomination of Michele Pierre-Louise, a respected figure in the development field.

In the fall, Haiti was hit by a series of powerful storms in rapid succession that killed
700 people, virtually destroyed the major coastal city of Gonaives, and caused hun-
dreds of millions of dollars in damage. Then a series of heart-rending school collaps-
es laid bare the depth of the country's withering infrastructure. Now that the terms of
most members of Haiti's parliament are set to expire in early 2009, with no new elec-
tion scheduled, the country's stability appears increasingly fragile.

Haiti's faltering progress cuts deeply into the US government's efforts to portray Haiti
as a modest "success story," following a decade of tumult and setbacks. President
Preval, who was elected in February 2006, is today kept in power principally by the
Brazil-led United Nations stabilization force that entered Haiti in the summer of 2004
and now numbers about 9,000 personnel. But Haiti remains a source of regional insta-
bility and a continuing political problem that will require the attention of the next US
administration.

The United States has long been in a quandary about where exactly to place Haiti in
the context of its overall foreign policy in the Americas, but there is little question that
the country will soon emerge as the uninvited guest on Barack Obama's foreign poli-
cy agenda. Today, Haiti presents itself as an enduring concern for US policymakers due
to the country's deep levels of poverty and ongoing humanitarian crisis (and the
resulting flow of migrants to the US), its role as the transit point for the flow of
Colombian cocaine through the Caribbean, and the desire to establish a functional
democracy in Haiti, which has long been touted as a principal goal of US policy.
Moreover, Rene Preval is already more than halfway through his presidential term, and
once the Haitian parliament expires he will be left to rule by decree in a country vir-
tually devoid of institutions. There is no obvious successor to Preval. Controversial
former president Jean-Bertrand Aristide retains significant support in Haiti despite his
exile in South Africa, and may seek to return.

In 2009, Haiti will confront a political vacuum that will hamper the international com-
munity's ability to address the country's brutal poverty and gaping inequality. The
Obama Administration could make a positive contribution to democratic governance

Continued on page 4

tracts," he said, according to Bolivian state
news agency ABI. But Venezuelan Oil
Minister Rafael Ramirez highlighted simi-
larities between the new gas organization
and OPEC. "We see this forum as an
opportunity to build a solid organization,
which has in its foundation the same prin-

ciples that gave birth to OPEC," he said.
Bolivia's representative at the forum, Saul
Avalos, said his country was seeking
greater dialogue with other gas-producing
countries, and expressed his hopes for
increased cooperation between his coun-
try and Gazprom.
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Annual Predictions Survey
Continued from page 1

hit by the contagion effects generated by scared investors trying to find safer refuges,
but not as a result of structural problems as in the past. Latin America's financial sec-
tor does not suffer from the same disease as in the US and Europe. In fact, the relative
resilience shown by financial institutions is the result not only of their low exposure to
risky assets but also of the higher standards of supervision and regulations maintained.
Regional markets have been contracted, but losses have been lower than those report-
ed in Asia and Europe. A few liquidity problems have been detected, but those cases are
more related to wrong currency bets. In general, the region has been facing liquidity
constraints but not solvency problems.

« Undoubtedly, in 2009, Latin America will report a more

remarkable deceleration, but will not face a recession. »

— Alfredo Coutino

External accounts have started to deteriorate not only as a result of lower commodity
prices but also due to the excess demand generated by a few economies running at
overheating speed. However, countries have accumulated foreign resources enough to
cover the incipient external imbalances and also to service their debt. In fact, the region
now stands in a position of almost a net lender, instead of a net borrower as in the past.
In addition, most countries maintain flexible exchange rates and governments have
made extra efforts to save. All these together have significantly reduced the region's
external vulnerability.

The region's prospects have been modified to the downside in light of the deteriora-
tion of global conditions. Undoubtedly, in 2009 Latin America will report a more
remarkable deceleration, but will not face a recession. The favorable macroeconomic
situation will allow the region to mitigate the effects from abroad and also to stay in
positive territory. Countries more exposed to international trade and external financ-
ing will be the ones more affected. But countries relying more on domestic markets
and with more fiscal flexibility will be the ones reporting better performance. Hence,
the region will be able to advance at a rate around 2.8 percent in 2009, after an esti-
mate of 4.6 percent in 2008. Inflation will show a continuous declining trend as a result
of both moderation of domestic demand and lower international prices. Currencies
have already corrected and will stay at more competitive positions, which will prevent
the acceleration of external imbalances.

Alfredo Coutino is Senior Economist for Latin America at Moody's Economy.com.

...Upcoming editions of the Advisor include "Annual Predictions Survey" results on
inflation and foreign direct investment.

Eye on the Americas

Continued from page 3

and the rule of law in Haiti by using its leverage, both in Haiti and with the broad-
er international community, in order to facilitate timely elections and reinvigorat-
ing efforts to create a solid development path for the country. If Barack Obama is
like most US presidents, he will have little interest in focusing on Haiti early in his
administration, but waiting too long carries risks of its own. Haiti is on the verge of
a political unraveling that will pose a crucial early test for Obama's foreign policy
team.
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