
QChile led Latin America in eco-
nomic growth for much of the
1990s, but fell behind the region-
al average during the past two

years. This year, the Economic
Commission for Latin America and the
Caribbean is predicting Chile's GDP will
contract by 1.0 percent, a smaller slow-
down than the average for the entire
region. Why did Chile's growth fall
behind? Will forecasts for better-than-
average GDP performance be borne out?
How should Chile's policymakers proceed
in order to emerge from the global eco-
nomic crisis?

AGuest Comment: Jorge Heine:
"For the past 20 years, Chile has
had the best performing econo-
my outside Asia, with an average

yearly growth of 5 percent. Today's per
capita income is $14,000 in purchasing
power parity terms, the highest in the
region. In any given year, growth may be
higher in other Latin American countries,
but not over time. A 1 percent contraction
for an open economy, heavily dependent
on exports, in a year in which world trade
is projected to fall by 10 percent, is not bad.
The recession in Chile is showing signs of
coming to an end, and investment projec-
tions for 2010 are upbeat. Chile's sound
macroeconomic management, prudent fis-
cal approach and imaginative public poli-
cies are at the root of this. That said, the
Chilean economy, driven by the export of
minerals and agricultural products, needs

to diversify its production base to generate
the jobs to match an ever more skilled pop-
ulation (40 percent of the college-age
cohort is in college). The standard response
of some economic commentators to that
need—lower taxes and greater labor flexi-
bility, in a country in which the corporate
tax rate is a mere 17 percent—is not help-
ful. The real challenge is to identify those
niches in which Chile, by adding greater
value to current exports or by developing
new products and/or services, has a com-
petitive advantage. The reluctance of
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Venezuelan Vice President Ramon
Carrizalez (pictured earlier this year) and
Russian Deputy Prime Minister Igor
Sechin over the weekend discussed a
planned $30 billion joint oil production
venture. See story on page 3.
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Political News

Mexico Replaces All 700 Customs
Agents, Doubles Size of Force

Mexico has replaced all of its customs
agents with new rigorously trained
inspectors in an effort to keep weapons
and other contraband out of the country,
Mexican officials said Sunday, according
to the Associated Press. Mexico also dou-
bled the size of its customs force, hiring
1,400 new agents. Contracts of the 700
outgoing agents were not renewed. The
new inspectors have undergone several
months of training and background
checks, said Pedro Canabal, a spokesman
for Mexico's Tax Administration Service.
The overhaul is aimed at fighting corrup-
tion and also improving vigilance at bor-
ders and ports, authorities said. The
shakeup is an also effort to root out tax

evasion, though authorities are also work-
ing to keep the smuggled weapons used in
Mexico's drug violence out of the coun-
try. Outgoing customs officials handed
their weapons over to soldiers Saturday
night at Mexican border checkpoints and
ports. Authorities chose the new customs
inspectors in a "strict selection process
that included psychological and toxico-
logical checks, as well as the necessary
investigations to ensure they have no
criminal record," the Tax Administration
said in a statement. Most of the new
agents have post-secondary education
and received training in the legal aspects
of trade and also on new equipment, such
as gamma ray machines at border cross-
ings. "We need more than just a body with
a weapon," said Canabal. In addition to
the new equipment, Mexico has also posi-
tioned more dogs trained to detect drugs
and other contraband. Mexico will begin
photographing and weighing every car
and truck that crosses into Mexico and
will also check license plate numbers

against a database of vehicles suspected to
be involved in illegal activity. Mexico had
checked only about 10 percent of the
230,000 vehicles that enter Mexico daily,
Mexico's attorney general's office told the
AP.

Economic News

Venezuela Denies Seeking Higher
Payment From Petrocaribe Members

Venezuelan officials denied Sunday that
they are seeking more upfront payment
from members of Petrocaribe, the coun-
try's program to sell oil on preferential
terms, the Associated Press reported. The
statement from state oil company
Petroleos de Venezuela, or PDVSA, came
days after Jamaican Prime Minister Bruce
Golding expressed hope that Venezuela
would reconsider its plan to require more
money upfront for Venezuelan oil.
Venezuela has asked Jamaica for 80 per-
cent of its payment upfront, Jamaican
officials said, according to Reuters.
Currently, members' upfront payments
are dictated by the price of oil.
Petrocaribe said any renegotiation terms
of the agreement would benefit the
receiving countries. Officials from the
Dominican Republic also said Venezuela's
renegotiation of Petrocaribe terms would
hurt the Caribbean country's budget.

Company News

PDVSA, Russian Companies 
Plan $30 Billion Joint Venture

Petroleos de Venezuela, or PDVSA, and
several Russian oil companies are plan-
ning a $30 billion joint venture to pro-
duce crude in Venezuela's Orinoco
region, Bloomberg News reported
Saturday. Venezuelan Vice President
Ramon Carrizalez and Russian Deputy
Prime Minister Igor Sechin discussed the
partnership during a meeting in St.
Petersburg. The companies plan to pro-
duce crude in the Orinoco's Junin 6 area
and may expand production to other
blocks in the area, Sechin told reporters
after the meeting. Russian companies
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US Military Denies 
Involvement in Honduran Coup

A US military spokesman on Sunday
denied that US troops had any
involvement in the June 28 coup
against Honduran President Manuel
Zelaya, the Associated Press report-
ed. Zelaya has said the Honduran
military plane he was forced to
board when he was sent into exile
made a refueling stop at the
Honduran air force base in Soto
Cano, where 600 US military per-
sonnel are stationed. The US service
members "were not involved in the
flight," said Robert Appin, a US
Southern Command spokesman.

US, Colombia Reach 
Preliminary Deal on Bases

US and Colombian officials on
Friday finished a draft agreement
that would give US troops greater
access to military bases in the South
American nation to fight drug traf-
ficking. US and Colombian officials
could sign the agreement, which has
generated unease among some of
Colombia's neighbors, in as little as
two weeks, El Tiempo reported. Also,
Colombian President Alvaro Uribe
said he would attend a meeting slat-
ed for later this month in Argentina
to discuss the plan with regional
leaders.

Cemex Completes Debt Plan

Mexican cement maker Cemex said
Friday it completed a deal with
creditors to refinance $15 billion in
debt. Cemex renegotiated debt
maturities through February 2014,
agreeing to pay Libor rate plus 450
basis points to bank creditors and a
fixed rate of 8.91 percent to private
placement creditors. CEO Lorenzo
Zambrano said the deal would help
Cemex "regain our financial flexibil-
ity and, eventually, our investment-
grade capital structure."

“ We need more than just 

a body with a weapon.”
— Pedro Canabal



involved in the project include Gazprom,
Rosneft, Lukoil, TNK-BP and
Surgutneftegaz. Sechin said the agree-
ment will be finalized "in the coming

months." He added
that the Orinoco
project could pro-
duce 53 billion bar-
rels of crude, the
Voice of America and
wire services report-
ed. Venezuelan and
Russian officials
signed several agree-
ments in the areas of
energy, the environ-
ment, tourism, edu-

cation and cooperation on anti-drug
enforcement, Bloomberg News reported.
Venezuelan President Hugo Chavez and
Russian President Dmitry Medvedev plan
to sign an agreement next month in
Russia to form a new bank to finance
projects, said Carrizalez.

Brazil's Petrobras Reports 33 Percent
Increase in Profits for Q2

Brazilian state oil company Petrobras on
Friday reported consolidated net income
of 7.7 billion reais ($US 4.16 billion), or
88 centavos per share, a 33 percent
increase from the previous quarter. The
company said the increase in profits was

primarily due to production increases,
the recovery in oil prices and reduced
operating expenses. The company's oper-
ating cash flow was 17.5 billion reais in
the second quarter. Petrobras' production
of oil and gas in the second quarter rose 2
percent quarter-on-quarter and 6 percent
year-on-year for the first half of 2009. The
company's increased production includ-
ed start-up output from new platforms,
Petrobras said.
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The company said the increase in

profits was primarily due to 

production increases, the 

recovery in oil prices and 

reduced operating expenses.

Sechin

File Photo: Chinese
Government.

finance ministers to being seen as 'pick-
ing winners,' or doing anything that
might smack of 'industrial policy,' has
made upgrading to a second phase of
Chile's export development an uphill
task. It is not something that can be post-
poned for much longer."

AGuest Comment: Patricio
Navia: "The higher the level of
development, the more diffi-
cult it is to sustain high levels

of growth. A 6 percent average GDP
growth, as Chile experienced during
most of the 1990s is not sustainable
today. Yet, Chile is probably growing less
than it could and certainly less than it
needs to in order to achieve more social
inclusion. In part, the same institutional
structure that made it easier to achieve
and sustain economic and political
accords during the first decade after the

transition to democracy now makes it
more difficult to undertake the type of
second generation reforms that Chile
needs to become more competitive and
to further modernize. The large number
of veto players and the strict require-
ments for super majorities to undertake
reforms was an essential component to
build trust and provide guarantees to all
actors in the early 1990s when democra-
cy was first consolidating. Today, the
same institutional requirements have
created gridlock in some key areas, like
education, state reform and other mod-
ernizations that would foster competi-
tion, deepen markets and increase trans-
parency. Stability has evolved into inac-
tion. The gradualist approach that char-
acterized the reform process—including
democratic consolidation—in the 1990s
has evolved into a hard-to-break grid-

lock that prevents much needed reforms.
In a sense, Chile might be a victim of its
own success. Chile's democracy and
economy have grown to a point where
the institutional structure needs fixing,
mending and updating to make it possi-
ble for the country to be successful in
growing and developing at this higher
GDP level."

AGuest Comment: Casey
Reckman: "It is not surprising
that Chile's economic expan-
sion and contraction fall with-

in the cyclical extremes of the regional
average GDP performance because its
credible, rules-based macroeconomic
policy framework aims to smooth the
impact of economic cycles. In fact,
volatility of Chile's GDP is below the
regional average, owing to countercycli-
cal budgeting and monetary policy as
well as accumulation of fiscal assets over-
seas in order to reduce the risk of cur-
rency volatility and economic overheat-
ing. That said, diminishing returns to
past structural reforms combined with
the absence of new growth-enhancing
initiatives could also partly explain
Chile's weaker performance in recent
years. Additionally, in 2007 and 2008,
elevated inflation acted as a drag on eco-
nomic growth as extreme weather condi-
tions disrupted domestic food produc-
tion and hydroelectric energy supplies,
forcing Chile to increase higher-priced
imports. More recently, global recession,
lower commodity prices and reduced
private capital flows have buffeted
Chile's small, open, economy via trade,
financial and FDI channels. Fitch also
expects that Chile's GDP could contract
by 1.0 percent this year. Consumption
and investment are expected to remain
weak throughout the year. Increased
purchasing power owing to falling infla-
tion as well as multi-year energy and
mining investment projects could offer
some upside, but public spending will
provide the most significant economic
impulse in 2009. In addition to other
smaller stimulus measures, a $4 billion
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“ In a sense, Chile might be a

victim of its own success.”
— Patricio Navia
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(2.8 percent of GDP) counter-cyclical
plan intends to bolster growth and
employment. Execution of the fiscal
package is on track and its impact, as well
as that of lower interest rates, could be
evident in the second half of this year.
Furthermore, the magnitude of both fis-
cal and monetary stimulus could position
Chile for a stronger recovery and a
rebound of GDP growth to 3.0 percent or
more in 2010."

AGuest Comment: Alfredo
Coutino: "Chile's economic fun-
damentals have strengthened in
the past decade, which have also

reinforced its permanent sources of
growth. However, in the past few years,
the Chilean economy seemed to lose
some steam, ending its expansion cycle
this year with the global recession.
Nothing has gone wrong with the Chilean
economy in terms of fundamentals. The
loss of economic potency in the past few
years coincided with the peak of the glob-
al commodity boom, which generated a
significant revaluation of the Chilean
peso and an important acceleration of
imports. As illustrated by the demand
components of GDP, all of them either
maintained or increased their contribu-
tions to GDP, with the only difference
that imports registered a remarkable
acceleration, thus restraining the advance
of GDP. The revaluation of the Chilean
peso was not reflected in a reduction of
exports precisely because of the boom in
commodities, but it certainly accelerated
the country's absorption of imports.

Thus, the widening of the external gap on
the demand side, in real terms, is the
explanation of the deceleration of eco-
nomic growth in the past few years. Since
the main drivers of growth (consumption
and investment) have not been damaged
significantly during the ongoing reces-
sion, and since the policy stimulus has
been important, the Chilean economy is
emerging from recession in the third
quarter and will start to recover at the
end of the year. The highly and timely fis-
cal and monetary synchronization,
achieved by Chilean policymakers, has
mitigated the negative impacts from
abroad and will also give the Chilean
economy the strength to go back to a sus-
tainable growth path next year."

Jorge Heine holds the chair in global gov-
ernance at the Balsillie School of
International Affairs and is a distin-
guished fellow at the Centre for
International Governance Innovation
(CIGI), in Waterloo, Ontario. A former
Chilean cabinet minister, he was also
ambassador to India and to South Africa.

Patricio Navia is master teacher of global
studies at New York University and a pro-
fessor of political science at Universidad
Diego Portales in Santiago.

Casey Reckman is associate director of
sovereigns at Fitch Ratings in New York.

Alfredo Coutino is director for Latin
America at Moody's Economy.com in West
Chester, Pa.
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