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Annual Predictions Survey 2009
Editor's note: we are pleased to publish the final installment of this year's series of the Latin
America Advisor's "Annual Predictions Survey" results. This annual feature captures the lat-
est forecasts, data, and analysis from regional experts.

Foreign Direct Investment Expected to Weaken This Year

By Alicia Bárcena

Despite the current global economic downturn, Foreign Direct Investment (FDI) in Latin
American and the Caribbean (LAC) for 2008 is expected to surpass the 100 billion mark
for the second consecutive year. ECLAC's preliminary estimates suggest that the region
will receive around $105 billion in FDI, slightly below the $109 billion record level
reached in 2007.

The resilience of FDI inflows into the
region is remarkable although the regional
totals hide distinct sub-regional realities.
FDI inflows to South America are expected
to increase around 7 percent, encouraged
by high commodity prices that spurred
natural-resource-based investment, espe-
cially in the mining, oil and gas industries.
Strong economic growth in this sub-region
also fostered foreign investment aimed at
servicing local markets, especially in bank-
ing, financial services and telecommunica-
tions. Conversely, FDI inflows to Mexico
and the Caribbean basin are expected to fall
significantly, about 25 percent with respect
to the previous year, in the aftermath of the
US recession, the main destination market of the export-oriented FDI received by these
countries.

The slowdown in the US economy has gradually reached developing economies, affecting
efficiency, as well as natural-resource-seeking FDI. The single most important FDI deter-
minant in the region—market-seeking FDI—is expected to decrease sharply in tandem
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Political News

Chavez Expels Israeli Ambassador
Over Military Actions in Gaza

The government of Venezuelan President
Hugo Chavez on Tuesday ordered that
Israel's ambassador be expelled because of
the Israeli military's offensive in the Gaza
Strip, the Associated Press reported.
Israel's military campaign in Gaza has
killed almost 600 Palestinians since it
began December 27 in response to
Palestinian militants' rocket attacks in
southern Israel. The decision to expel the
ambassador was announced by
Venezuela's Foreign Ministry, which said
it was expelling not only the ambassador
but also some of the embassy's personnel.
Chavez has previously condemned the
Israeli military action, saying those carry-
ing it out are "murderers." Chavez also

called on Jews in Venezuela to speak out
against the military actions. "I hope that
the Venezuelan Jewish community speaks
out against this barbarism," Chavez said.
"Do it. Don't you strongly reject all acts of
persecution?" On state television, Chavez
also said, "The president of Israel should
be taken before an international court
together with the president of the United
States, if the world had any conscience."
He added, "How far will this barbarism
go?" Venezuela's foreign minister said the
South American country wants the UN
Security Council to "apply urgent and
necessary measures to stop this invasion." 

US Rejects Haiti's Request to Allow
Undocumented Haitians to Stay

The US has rejected Haitian President
Rene Preval's request to allow tens of
thousands of undocumented Haitians to

remain in the US, the Miami Herald
reported Tuesday. Preval had requested
that Haitians living in the US be allowed
to stay under Temporary Protected Status
(TPS) as Haiti attempts to recover from a
series of deadly
storms that raked
the country over the
summer. US
Homeland Security
Secretary Michael
Chertoff delivered
the rejection in a let-
ter last month to
Preval. "After very
careful considera-
tion, I have conclud-
ed that Haiti does
not currently warrant a TPS designation,"
Chertoff wrote. The US gave Haitians liv-
ing in the country illegally a reprieve for
three months but restarted deportations
in December. A Department of Homeland
Security spokesman said approximately 28
Haitians have been sent back since the
deportations resumed. "We are consulting
with the Haitian government to see how
much they can take back within their
capabilities at this time,'' said the
spokesman, Michael Keegan. Chertoff said
that although he was denying protected
status for undocumented Haitians, he was
cognizant of the "tremendous damage"
that the storms caused Haiti, the poorest
country in the Western Hemisphere.
Chertoff noted US efforts to "help miti-
gate the effects of the storms," including
the US Coast Guard's delivery of emer-
gency supplies. He also said undocument-
ed Haitians can take steps to legally extend
their time in the US. The storms killed
nearly 800 people in Haiti, left tens of
thousands without homes and caused
approximately $1 billion in damage.

Economic News

Chile's President Announces $4
Billion Economic Stimulus Plan 

Chilean President Michelle Bachelet on
Tuesday met with leaders of the country's
political parties to give details of a $4 bil-
lion economic stimulus plan, which she
said would create up to 100,000 jobs. She
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Chavez Pulls Plug on Heating 
Aid Program for Poor in the US

Venezuelan President Hugo Chavez
earlier this week ended his country's
assistance program to provide home
heating-oil aid to poor residents in
23 US states and the District of
Columbia. The three-year $100 mil-
lion program had provided aid to
about 200,000 poor Americans, The
Washington Post reported. The aid
was given through Citgo, a sub-
sidiary of Venezuela's state oil com-
pany, Petroleos de Venezuela
(PDVSA). Prices for oil, Venezuela's
main export, have fallen sharply
since the program's inception.

Argentina Carrying out Mass
Yellow Fever Vaccinations

Argentina is carrying out mass-vac-
cinations against yellow fever as
concern spreads about the first fatal
outbreak of the illness, Bloomberg
News reported. The virus, which is
spread by mosquitoes, claimed the
life of a farm worker in a rural part
of Misiones province last week. Nine
months ago, a tobacco worker in the
same area died, giving the country
its first death attributed to yellow
fever since 1966.

Search Effort for Guatemalan
Mudslide Victims Ends

An effort to search for victims of a
mudslide in northern Guatemala
ended Tuesday as falling rocks made
conditions unsafe for rescuers, the
Associated Press reported. At least
35 people were killed in the mud-
slide, which happened Sunday. The
mudslide buried part of a highway
near Aquil Grande, a village near the
municipality of San Cristobal
Verapaz. Many of the victims were
coffee plantation workers. At least 50
remain missing.

“ I hope that the Venezuelan

Jewish community speaks out

against this barbarism.”
— Hugo Chavez

Chertoff
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originally announced the plan on
Monday. The plan includes $700 million
in public works spending including street
paving as well as repairs to public clinics
and schools, the Associated Press report-
ed. "It will generate economic activity and
jobs and leave projects that will benefit the
entire community for decades," Bachelet
said, adding the plan is designed to ensure
that the country's economy grow by 2 to 3
percent this year. Parts of the plan would
have to be approved by Chile's Congress in
order to be put into effect. Bachelet
announced the plan just after the coun-
try's central bank said Chile's economy
grew just 0.1 percent in November, the
smallest expansion in nearly seven years.
The country experienced 3.7 percent
growth in the 12-month period that
ended in November, as compared to 4.4
percent in the previ-
ous one-year period.
The stimulus plan
would provide a
one-time payment
of $63 for all poor
Chileans under age
18. The payments to
children are
designed to aid 3.7
million people and
are scheduled to be
delivered in March.
The stimulus package also includes tax
incentives as well as measures to help
small businesses receive financing.
Bachelet plans to use a fund with billions
of dollars of proceeds from copper
exports in order to pay for the stimulus
package. The fund was helped by skyrock-
eting prices for the metal, which several
months ago was selling for up to $4 a
pound. Prices have since fallen to about
$1.40 a pound.

Brazilian Stocks Gain for Sixth Day
in Longest Rally in Nearly a Year 

Stocks in Sao Paulo posted gains for a
sixth straight day, their longest rally in
nearly a year, Bloomberg News reported.
The Bovespa index rose 793 points, an
increase of 1.9 percent, to close at 43,312.
The BM&F Bovespa MidLarge Cap index
increased 1.6 percent and the BM&F
Bovespa Small Cap index rose 2.9 percent.

The winning streak is the longest since last
February. Stocks rose on optimism that
government spending would help amelio-

rate the global financial crisis, leading to
rallies for homebuilders and producers of
commodities. Mining companies Vale do
Rio Doce and Usinas Siderurgicas de

Minas Gerais both rose on belief that the
demand for metals will increase in the US
and China. Shares of Vale, the world's
largest producer of iron ore, rose to a 12-
week high on the belief that lower stock-
piles in China could spur prices higher.
China is the world's largest buyer of iron
ore. Rossi Residencial posted gains as it
and other homebuilders surged after a
report that the government could increase
by 50 percent a stimulus plan aimed at
low-income homebuyers. Elsewhere in
Latin America, Argentina's Merval index
leapt 5.4 percent, Colombia's IGBC added
2.4 percent and Chile's IPSA gained 2.5
percent.
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In Profile
Obama's Nominee for United States Trade Representative

Name

Ron Kirk

Background

Born in Austin, Texas in 1954, Kirk received a B.A. from Austin
College and a J.D. from the University of Texas Law School.

Kirk served as an aide to US Senator Lloyd Bentsen, and went on
to serve as Texas Secretary of State. In 1995, Kirk became the first
black mayor of Dallas, but resigned in 2002 to pursue an unsuc-

cessful bid for the US Senate. Following the election, he practiced public policy and
public finance law at Vinson & Elkins LLP.

Notes

Kirk, an early Obama backer and fund raiser, has been a strong supporter of free trade.
As mayor of Dallas, he promised to make the city "the capital of NAFTA," and partic-
ipated in trade missions to Mexico. He also supported the Chile-US Free Trade
Agreement and helped petition Congress to approve China's entry into the WTO.

Past US Trade Representatives praised Kirk as a solid choice for the position. Mickey
Kantor, who served as USTR under Bill Clinton, said Kirk's political credentials made
him "the perfect kind of appointee," while current USTR Susan Schwab said that as
former mayor of Dallas Kirk "understands the importance of trade."

Kirk would assume the role of top trade negotiator at a time when some countries are
concerned that Obama, who during the campaign expressed opposition to the
Colombia FTA and a desire to renegotiate NAFTA, is more skeptical of trade pacts than
his predecessor. Both Obama's initial pick for USTR, Rep. Xavier Becerra (D-CA)—
who withdrew his name from the running after saying he did not think trade would be
a priority for Obama's administration—and Obama's choice for Labor Secretary, Rep.
Hilda Solis (D-CA), backed labor leaders opposed to the Central American Free Trade
Agreement. Kirk's appointment requires confirmation of the US Senate.

Sources: Vinson & Elkins LLP, Bloomberg News, The New York Times, Dallas Morning
News
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with downward economic growth in LAC, from 4.6 percent in 2008 to a forecasted 1.9
percent in 2009. At the same time, commodity prices have fallen as of the third quar-
ter of 2008, eroding previously strong corporate profits. This has not only affected the
incentives to invest, but also the ability of firms to reinvest profits and finance their
own expansions without the need of external financing. The financial crisis and the
credit crunch are likely to add to the slowdown in FDI inflows as they significantly
constrain the ability of firms to finance cross-border mergers and acquisitions, the
most important form of FDI.

The factors mentioned above may affect FDI inflows to LAC in 2009 significantly. This
scenario provides, nevertheless, a good opportunity to recall that FDI is not an end but
a means to economic growth and entails great potential as an engine of structural
change. Thus, what matters for stimulating broad-based economic growth is not the
amount of FDI, but rather the quality and its potential to generate spillovers and
Hirschman-type linkages to enhance the recipient country's productive and techno-
logical capabilities.

ECLAC has often advocated that FDI needs to be part of a more comprehensive devel-
opment strategy, combined with targeted public policy initiatives that upgrade local
capacity building in the domestic economies in order to better absorb the benefits and
technological spillovers, as witnessed in many Asian markets. Even though there is still
a gap between Asia and LAC, countries in the region have already taken some steps
towards more active and focused FDI policies, especially under narrowing policy space
due to more restrictive rules in bilateral and regional trade agreements.

The current international financial crisis will affect the region's real economy through
several transmission channels, FDI being one of them, especially in 2009. However, the
comprehensive reaction to the crisis should include, inter alia, the building or upgrad-
ing of domestic and productive capabilities which will help to reap the benefits of FDI
and will simultaneously cushion the downturn effects of the current crisis. This con-
figures a much broader and ingenious way of providing counter-cyclical response to
the economy during downturns.

Alicia Bárcena is Executive Secretary of the United Nations Economic Commission for
Latin America and the Caribbean (ECLAC).
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