
QWhile the dire circumstances of
the global auto sector have dom-
inated business headlines
worldwide in recent weeks, a

number of trade and tax changes in Latin
America have been capturing the attention
of auto industry watchers. What have been
the most important trends in auto sector
trade and taxation to surface in Latin
America over the past year? How vital is
the auto sector to economies of the region,
and how will the changes taking place in
the auto industry in the US, Europe and
Japan affect Latin America's economies
and consumers?

AGuest Comment: Luis Kolster:
"Latin American economies have
been able to implement fiscal and
financial measures to support

auto sales. Brazil has cut taxes on vehicle
purchases in 2009 and Chile suspended
fuel taxes in the last year. Brazil, Argentina,
Colombia and Chile have lowered interest
rates and offered preferential financing to
auto consumers. With respect to trade,
Mercosur continues to protect its local
industry through import duties and the
ban on imports of used vehicles. Trade
arrangements negotiated last year among
Mercosur countries allow intra-regional
trade at reduced or no duties, provided that
vehicles fulfill legal and technical require-
ments. Chile is the most open market with
free trade agreements signed with almost
all its sources. The Colombian automotive
sector has signed agreements with the

Andean Community, Mexico, Chile and
Mercosur. Negotiations with the European
Free Trade Association, Canada and the
United States were concluded last year and
are estimated to take effect in 2010. In the
cases of Venezuela and Ecuador, both
countries have decided to protect their
local markets by implementing import
restrictions raising external tariffs. The
auto industry is one of the largest manu-
facturing sectors in virtually every country
that has an auto industry. The industry
accounts for roughly 10 percent of manu-
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Nestor Kirchner, the predecessor and
husband of current Argentine President
Cristina Fernandez, on Monday started
his campaign for a seat in Congress. See
story on page 2.
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Political News

Former Argentine President
Kirchner to Run For Congress

Former Argentine President Nestor
Kirchner has confirmed that he will run
for a seat in Congress in Argentina's June
28 legislative election, the Financial Times
reported Monday. Kirchner, the predeces-
sor and husband of current President
Cristina Fernandez, said Argentina will
face chaos if the ruling party loses its
majority in Congress. "If by some chance,

Cristina doesn't have a parliamentary
majority, we'll go back to the crisis of
2001, to poverty, unemployment,"
Kirchner said. "This will explode."
Kirchner plans to head the slate of gov-
ernment candidates for Buenos Aires
province. In 2001, Argentina's economy
collapsed amid a $95 billion sovereign
debt default and currency devaluation.
Rioting ensued and President Fernando
de la Rue fled the country in a helicopter.
Over the next two weeks, Argentina had
four presidents. Kirchner took office in
2003 and put in place policies that led to
six years of economic growth, averaging
8.5 percent annually. However, the cur-
rent global economic slowdown has not
spared Argentina's economy and
Fernandez's approval ratings have been
parked below 30 percent. In a television
interview with the Telefe channel,
Kirchner said last week that the June elec-
tion "is not just any old mid-term elec-
tion." He said, "It will define the model
for the country."

Venezuelan Authorities Seize 
Two Tons of Cocaine in Raid

Authorities in Venezuela have made a
major drug bust, seizing two tons of
cocaine and arresting three people, the

Associated Press reported Monday, citing
the country's top anti-narcotics official.
Venezuelan soldiers and police found the
4,370 pounds of cocaine Saturday in the
raid of a ranch in Miranda state, accord-
ing to Nestor Reverol, the director of the
National Anti-Drug Agency. Reverol said
the seizure was a major blow against drug
traffickers transporting cocaine form
South America to the United States and
Europe. "We ratify the Venezuelan state's
commitment in the head-on fight against
drug trafficking," Reverol said. Drug
smugglers had planned to place the
cocaine onto a boat along Venezuela's

coastline, Reverol said. This year,
Venezuelan authorities have seized 18
tons of cocaine and have arrested more
than 2,000 people on drug charges. In a
separate incident, police in Trujillo state
confiscated 1,830 pounds of marijuana at
a roadside checkpoint. Reverol also said
Venezuelan authorities would arrest the
owners of a small aircraft that crashed
Sunday in Honduras. The airplane, which
is registered in Venezuela, was loaded with
3,300 pounds of cocaine when it went
down on Utila, one of Honduras' Bay
Islands. US authorities have said
Venezuela is a main transit country for
illegal drugs. The United States and
Venezuela have been at odds over initia-
tives to combat drug trafficking. In 2005,
President Hugo Chavez halted his coun-
try's cooperation with the US Drug
Enforcement Administration because he
claimed DEA agents were involved in
espionage. The agency has denied the
accusation.

Economic News

Drier Weather Forecast in Brazil
Bodes Well For Sugar Cane Output

Brazil's main sugar cane growing regions
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Colombian Authorities Arrest 
Senator Aligned With President

Authorities in Colombia have arrest-
ed a senator who is a close ally of
President Alvaro Uribe, the
Associated Press reported Monday.
Sen. Zulema Jattin is accused of
deriving political benefit from an
association with Rodrigo Tovar, a
leader of a right-wing militia. Tovar
was among 14 people extradited last
year to the United States to face
drug-trafficking charges. Jattin said
the arrest amounted to a "kidnap-
ping" by the court.

Petrobras Posts $2.8 Bn Profit

Brazilian state oil company
Petrobras on Monday posted a net
profit of 5.8 billion reais ($US 2.8
billion) in the first quarter of 2009,
down 20 percent from the year
before, the company said in a state-
ment. Petrobras cited falling oil
prices, decreased industrial activity
and lower demand for petroleum
derivatives as the primary reasons
for the declining profit, which fell 6
percent from last quarter. Average
production of oil and gas in Brazil
reached 2.3 million barrels per day
during the first quarter, a 7 percent
increase over a year ago.

LAN Passenger Traffic Up 19.9
Percent Systemwide in April

Chile-based LAN Airlines said pas-
senger traffic increased by 19.9 per-
cent in April, driven largely by
greater domestic traffic in Chile,
Argentina, Peru and Ecuador. While
traffic in these countries increased
by 39.9 percent compared to last
year, international traffic rose by just
13.1 percent, according to a press
release. The company reported a
25.4 percent decline in cargo traffic
"mainly due to a slowdown in
import and export markets" in Latin
America.

“ If by some chance, Cristina doesn’t have a parliamentary majority,

we'll go back to the crisis of 2001, to poverty, unemployment.”
— Nestor Kirchner



will experience relatively dry weather this
year, which bodes well for the crop, a
meteorologist told Bloomberg News
Monday. Marcio Custodio, a meteorolo-
gist at Somar Meterologia in Sao Paulo
said the country's dry season will be drier
than last year in Sao Paulo and Parana
states, which produce 65 percent of
Brazil's sugar cane crop. "We will be back
to normal conditions this year, compared
with last year when we had heavy rains
during the harvest," Custodio said,
adding the area will see drier weather
from late May to September. Heavy rain
lowers the sugar cane plants' sucrose con-
tent, which is used to produce sugar and
ethanol.

Company News

Coeur d'Alene Announces 65 Percent
Increase in Silver Production

Silver and gold miner Coeur d'Alene
Mines on Monday reported a 65 percent
increase in silver production to a compa-
ny record of 3.9 million ounces for the
year's first quarter. The company, based in

Coeur d'Alene, Idaho, said the increase
was largely driven by production at the
new San Bartolome silver mine in Bolivia.
The growth of the company's output was
also driven by the beginning of produc-
tion at the Palmarejo silver and gold mine
in Mexico. "The impact of Coeur's new
mines is now beginning to be reflected in
the company's quarterly results, which we
expect will lead to a 66 percent increase in
total silver production and a 85 percent
jump in gold production this year,"
President and Chief Executive Officer
Dennis E. Wheeler said in a written state-
ment. "As Palmarejo ramps up and San

Bartolome continues to perform consis-
tently, we look forward to the transition
into positive and significant cash flow
generation." The Palmarejo mine in
northern Mexico began pouring silver
and gold in late March and began ship-
ments in mid-April. The company
expects the mine to reach its full capacity
by July. The company reported net
income of $6.1 million for the first quar-
ter, compared to $4.7 million in the same
quarter a year ago.

Venezuela Moving Ahead 'Soon' on
Santander Unit Nationalization

Venezuelan President Hugo Chavez said
Sunday that his government will move
ahead "soon" with the nationalization of
the Bank of Venezuela, the local unit of
Spain's Grupo Santander, Agence
France-Presse reported. "We are soon
going to nationalize the Bank of

Venezuela. It will enter state hands,"
Chavez said during his weekly television
show. "I already have all the studies, all
the calculations, the estimates, we know
what it is worth." Chavez had ordered the

bank's nationalization last July, but the
discussions between the government and
Santander broke down as the price of oil,
Venezuela's top export, fell, Reuters
reported earlier this year. Local media
reports last year said Venezuela offered to
pay $1.2 billion, $600,000 less than the
amount Santander was seeking.

IInntteerr--AAmmeerriiccaann  DDiiaalloogguuee’’ss  LLaattiinn  AAmmeerriiccaa  AAddvviissoorr TTuueessddaayy,,  MMaayy  1122,,  22000099

Page 3 of 4Copyright © 2009, Inter-American Dialogue

facturing employment in Brazil. In Latin
America, this industry is likely to emerge
even stronger following the crisis, as long
as the countries in the region continue to
follow sound macroeconomic policies
implementing the necessary measures.
So far, the performance of most of the
auto industries in the region will allow
them to emerge relatively well from the
global downturn."

AGuest Comment: Michael
Warren: "Given that the vehicle
manufacturing industry con-
stitutes between 5 and 9 per-

cent of GDP in Argentina, Brazil and
Mexico, governments recognize the
importance of this key industrial sector.
Most of the policies designed to boost
sales involve supply-side tax cuts and
lending programs to enhance vehicle
purchasing. Yet, some countries also
appear to be crafting policies that would
reduce the environmental impact of per-
sonal mobility by revamping the vehicle
fleet. Late last year in Brazil, the govern-
ment reduced taxes on new vehicle pur-
chases and provided financing to finan-

cial institutions offering auto loans. In
Argentina and Mexico, the governments
resorted to financing schemes meant to
boost vehicle sales, but the results have
not been as impressive as in Brazil. In
Argentina, the program is complicated
and has many restrictions—consequent-
ly it has been slow to take off. Mexico's

loan guarantees to auto lenders have
been deemed insufficient by these insti-
tutions, and have not yet had the desired
effect on vehicle sales. Both Chile and
Ecuador have announced tax programs
that look favorably on hybrid and flex-
fuel vehicles (FFV), and Colombia has
mandated that 60 percent of vehicle sales
(with 2.0 liter engines and below) must

Featured Q&A
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“ I already have all the studies,

all the calculations, the estimates,

we know what it is worth.”
— Hugo Chavez

Coeur de'Alene's Palmarejo mine.

File Photo: Coeur d'Alene Mines.

“ Brazil is the only other big

market in the world outside 

of China where sales 

have not declined.”
— Guido Vildozo
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be FFV by 2012. So, the changes in vehi-
cle taxation policy and the incentives for
fleet renewal adopted by the industrial-
ized countries such as Japan, Germany
and France—and currently under con-
sideration in the US—may be shifting
south to Latin America. Going forward,
the lion's share of vehicle sales growth
will take place in emerging markets. Latin
America is well placed to receive new
investment from the established industry
players—such as VW, Ford, Toyota, etc.—
and new entrants from China and India."

AGuest Comment: Guido Vildozo:
"When looking at the automo-
tive sector in Latin America, it
is important to focus on Brazil,

given that it accounts for the vast majori-
ty of volumes in the region. Brazil
launched two measures to support vehi-
cle demand last November and
December: funds for vehicle financing
and reduction of production wholesale
tax. This resulted in significant pent up
demand going from 1.8 million units on
an annualized basis for November and
December to 2.8 million units for
January and February. Brazil is the only
other big market in the world outside of

China where sales have not declined,
roughly 0.5 percent year over year for
sales through April. Argentina has
launched a vehicle financing program
too, but its effect has not been as success-
ful. Vehicle demand is heading downward
in double-digit fashion. The importance
of the sector to the region is significant,
with the automotive industry represent-
ing 25 percent of industrial GDP and 8
percent of total GDP in Brazil, for exam-
ple. As a whole, this is why we've seen
governments take measures to help an
ailing auto sector."

Luis Kolster is assistant general counsel
and director of public policy for General
Motors Latin America, Africa & Middle
East.

Michael Warren is executive director for
global research & strategic services at Hart
Energy Consulting and former head of
Latin American strategic research at
Toyota Motor North America.

Guido Vildozo is senior market analyst for
Latin America in the automotive group at
IHS Global Insight.
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