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FEATURED 0&A

LATIN AMERICA ADVISOR

What Would Renewed Relations Mean for Colombia and Ecuador?

Last month, the foreign ministers
of Colombia and Ecuador met for
the first time since the two coun-
tries broke off diplomatic rela-
tions in March 2008. What do the two
countries have to gain by re-establishing
diplomatic ties? How long and difficult
will the process be? What does each
country expect from the other in order to
re-establish relations? What do compa-
nies and business groups in the two coun-
tries have at stake by normalizing ties?

Wally Swain, senior vice presi-

dent of Yankee Group's Emerging

Markets group in Bogota: "For

Colombian business, the diplo-
matic crises with Ecuador and Venezuela
could not have come at a worse time, with
the world in recession and the peso rising
against the US dollar. Colombia has count-
ed on free trade agreements with the US,
the EU and Canada, but the first seems to
be on hold and the second is still in negoti-
ation. Ratification with Canada seems the
most likely by the end of the year, but it
takes time to build new trade relationships.
Although in the first half of this year
Holland occupies third spot in the table of
Colombian exports (by US dollar value),
third place normally belongs to Ecuador.
More importantly, while Colombian
exports globally are weighted heavily
towards commodities—such as coal to
Holland—exports to Ecuador are over-
whelmingly industrial. Therefore, wobbles
in trade with Ecuador and Venezuela have

Inside This Issue

a disproportionate impact on industrial
production, value added and jobs. The
benefits to Ecuador of Colombian trade are
certainly lower transport prices for import-
ed goods but the big payoff for better
diplomatic relations will come from invest-
ment. Ecuador needs to diversify its econo-
my away from a singular dependence on
petroleum and Colombian investors have
soured on prospects in the US and EU. But
investment depends on confidence and
confidence depends on a belief that rela-
tionships will be respected. Ecuador and

Continued on page 3

Rio de Janeiro Wins Bid to
Host Olympic Games in 2016

Brazilian President Luiz Inacio Lula da
Silva celebrates Friday in Copenhagen
after the International  QOlympic
Committee awarded the 2016 Olympics to
Rio de Janeiro. See story on page 2.

Photo: Brazilian Government.
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Colombian Forces Kill 30 to 40
FARC Rebels in Bombing

Colombia's military killed between
30 and 40 members of the
Revolutionary Armed Forces of
Colombia, or FARG, in a bombing
raid in Tolima province, Reuters
reported Friday. The raid Thursday
in the mountainous area of central
Colombia may have killed a rebel
leader known as Jeronimo, Tolima
Gov. Oscar Barreto told a local radio
station. The FARC, which once had
about 17,000 members, has been
reduced to approximately 9,000,
according to officials.

Honduras' De Facto Gov't Says
in Talks With Zelaya Aides

Honduras' de facto government is
holding talks with representatives of
ousted President Manuel Zelaya, the
Associated Press reported Sunday.
De facto president Roberto
Micheletti said his government was
talking with "different sectors,"
including "people from Mr. Zelaya's
side." In a statement released
Saturday, the Organization of
American States said Secretary
General Jose Miguel Insulza met
with Micheletti last week in
Honduras to promote dialogue
between the two sides. Insulza is
scheduled to return to Honduras
this week with an OAS delegation.

0GX Shares Climb on 0il Find

Shares of Brazilian oil company
OGX jumped 10 percent on Friday
on the Sao Paulo stock exchange
after the firm said it found oil in
Brazil's offshore Santos Basin. OGX
shares closed at 1,540 reais in Friday
trading, an all-time high. OGX said
it found oil in the BM-S-29 block in
shallow waters 130 kilometers from
Sao Paulo. OGX owns 65 percent of
the concession, while the remainder
is owned by Maersk Oil.
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Economic News

Rio de Janeiro Wins Bid to Host 2016
Olympics, Stocks Rise on Selection

Rio de Janeiro on Friday won its bid to
host the Olympics in 2016, marking the
first time South America has been chosen
to host the Games. The International
Olympic Committee, meeting in
Copenhagen, decided on Rio after
Brazilian President Luiz Inacio Lula da
Silva urged committee members to send
"a powerful message ... that the Games
belong to all people, all continents and to
all humanity," The Wall Street Journal
reported. Winning the games was a defeat
for the other three candidate cities—

¢ The Games belong to all
people, all continents and
to all humanity.”?

— Luiz Inacio Lula da Silva

Chicago, Madrid and Tokyo. Chicago had
been considered a strong contender
before the vote, but it was eliminated in
the first round of voting despite backing
from US President Barack Obama, who
flew to Denmark to urge the committee to
select his adoptive home town. Stocks in
Sao Paulo jumped Friday after the com-
mittee's vote. The benchmark Bovespa
index rose 1.18 percent, or 712.66 points,
to 61,171.99 on Friday. Brazilian airlines
turned in strong performances as
investors saw a possible increase in air
traffic with the Games coming to Rio,
Reuters reported. Tam rose 3.52 percent
to 23.81 reais and shares of GOL
increased 3.03 percent to 18.34 reais. "The
rise in the index was 100 percent focused
on the Olympics," Luiz Eduardo, a trader
at Brazil's Banco Modal told Reuters.
Brazil's Olympic bid win also propelled
steelmakers Gerdau, which rose 3.25 per-
cent, Usiminas, which advanced 1 percent
and CSN which increased 1.19 percent.
Homebuilder Cyrela jumped 4.72 percent
and competitor Gafisa increased 4.71
percent.

Venezuela Basing Budget on $40
Per Barrel Oil, 0.5 Percent Growth

In its 2010 budget, Venezuela's govern-
ment is planning for falling oil prices and
economic growth, President Hugo Chavez
said Friday, according
to Bloomberg News.
On Oct. 15, Chavez's |
administration  will -
propose a budget based
on oil prices of $40 a
barrel and  gross
domestic product
growth of 0.5 percent, Chavez

Chavez said on state ., p .
television. The govern- venezuelan Gov's.
ment is also planning

for inflation of 20 to 22 percent. This year,
Venezuela's oil exports have averaged
$52.62 a barrel, according to Bloomberg
News. "We need to be prudent in our cal-
culations," said Chavez. The country's
planning minister, Jorge Giordani, has
said the government would work toward
spurring home construction. Chavez
added that Venezuela's auction of $3 bil-
lion worth of dollar-denominated bonds
has attracted orders of $19.5 billion, said
Chavez, adding that the bond sale, which
may expand to $4 billion, will be used for
investments and budget expenses. This
year, the government allocated an addi-
tional 4 billion bolivars ($1.86 billion) in
health spending. This year's accumulated
inflation is 15.7 percent, said Chavez.

Company News

Mexican Miner Penoles
Prepays $150 Million in Debt

Mexican mining company Penoles said
Friday that it prepaid a $150 million por-
tion of a $530 million syndicated loan due
in June 2011, Reuters reported. Penoles,
which owns Mexico's Fresnillo silver
mine, made the payment on Sept. 30, the
Mexico City-based company said. In this
year's second quarter, Penoles reported a
57.2 percent decline in net profit as com-
pared to the same quarter a year ago. A
strike at the company's principal metals
refinery and lower prices for metals have
taken a toll on the company's profits.
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Colombia have passed a very rocky 18
months but a diplomatic thaw would be
an important signal that the time has
come to start doing business."

Walter Spurrier, president of

Grupo Spurrier and director of

Weekly Analysis in Guayaquil:

"Both countries have much to
gain from engaging or appearing to be in
engaged in serious negotiations, although
it is not clear to me if there is an outcome
in which they would both gain. It is use-
ful for Ecuadorean President Rafael
Correa to appear as a defender of nation-
al sovereignty, which is in jeopardy due to
actions of our northern neighbor. Also,
Ecuador's foreign policy is increasingly
aligned with Venezuela's. The Correa
administration would not gain unless it
obtains concessions that would allow it to
claim diplomatic victory, with President
Uribe acknowledging wrongdoing. The
Correa administration wants assurances
that there will no new bombings of FARC
camps in Ecuador and that Colombia
indemnify the family of the FARC collab-
orator who died in the bombing at
Angostura. For President Uribe, the
diplomatic conflict with Ecuador
enhances his popularity just as he strives
for re-election. Colombia would gain
from decoupling Quito and Caracas poli-
cies with regard to Colombia. The process
is going to be very difficult. For business
groups, more important than the diplo-
matic ties is Quito's lifting of the
exchange rate safeguard against
Colombian imports. For Colombia,
Ecuador is an important market. Not so
the other way around. But the goods
Ecuador sells Colombia are difficult to
relocate to other markets. Ecuador now
attempts to sell Libya and Iran the rice it
would have otherwise sold Colombia.
Also, Ecuadorean importers have to look
for other sources for their input sup-
plies."

Maria Velez de Berliner, presi-
dent of Latin Intelligence
Corporation in Alexandria, Va.:
"Re-establishing relations could
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lead Ecuador to lift sanctions against
Colombian products, which forced many
small- and medium-sized businesses to
collapse on both sides of the border.
Colombia may gain improved coopera-
tion from Correa's government in Uribe's
fight against the FARC's expansion into
Ecuador, and also re-open Colombia's
third largest export market. Colombia's
insistence on having the right to attack
FARC bases in Ecuador will complicate
the negotiations. Ecuador is doing what it
can against the FARC and other organ-
ized crime groups from Colombia, and to
assist the 250,000 Colombian refugees it
houses. Concurrently, Colombia lacks
understanding of Ecuador's predicament
as the 'Colombian problem' spills across
the border. Ecuador expects Colombia to
respect its sovereignty, insisting the FARC
and the displaced people are Colombia's
problems to solve. Colombia expects
Ecuador to exercise the same zeal
Colombia has in fighting the FARC, while
some Colombian paramilitary groups
that also have bases in Ecuador are left
untouched. These two views must be rec-
onciled to re-establish relations and
begin ameliorating the unemployment
the spat has caused in both countries.
Companies and business organizations
must continue to pressure both govern-
ments to normalize relations. Both coun-
tries need each other for economic rea-
sons, national security and regional sta-
bility. Trade is not a perfect remedy, but it
remains the best approach to create jobs
and to lift people out of poverty. In the
absence of legal remedies to unemploy-
ment and underemployment, the FARC
will grow outside Colombia's borders, the
number of displaced people will increase,
and small- and medium-sized businesses,
the mainstay of both economies, will
continue to collapse. As they say in
Colombia, 'fighting against one's food is
not a good strategy. Colombia's and
Ecuador's negotiators should remember
this."

The Advisor welcomes reactions to the
QA above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.
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