
QColombia's benchmark IGBC
stock index this month reached
an all-time high—the third coun-
try after Sri Lanka and Tunisia to

do so following the global financial crisis.
Some analysts have said high demand for
equities and loose monetary policy could
create an asset price bubble in Colombia.
Do you agree? What steps, if any, should
the Colombian government take to address
asset bubble concerns? What other risks
do economies like Colombia, Brazil and
Peru, which have weathered the financial
crisis fairly well, face moving forward?

ALuis Oganes, managing director
and head of Latin America
Research at J.P. Morgan Chase &
Co. in New York: "Equities in

emerging market economies have outper-
formed equities in developed economies
this year as the recovery of growth in the
former is occurring at a much faster pace.
Latin America is no exception as it started
to emerge from recession since the middle
of this year and is expected to grow 4.4 per-
cent in 2010, so the fact that the region's
equity markets are booming is no surprise.
In the particular case of Colombia, while
the economy was actually able to avoid a
technical recession during the crisis,
growth in 2010 will likely underperform
the regional average given the sharper-
than-expected drag from lower exports to
Venezuela, low demand for credit, and the
elections uncertainty. However, Colombian
equities will likely keep rallying given the

higher demand from local pension funds,
which during 2010 will be allowed to offer
savers three alternative funds with various
degrees of risk. This means that the appar-
ent disconnect between the slow pace of
economic recovery and the boom in equi-
ties in Colombia can hardly be character-
ized as a bubble, and is explained instead
by the impact of regulatory changes on the
pension system. That said, concerns about
asset bubbles in emerging market
economies will likely increase in 2010 since
interest rates in the developed world will
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Brazilian President Luiz Inacio Lula da
Silva plans to propose a new truth com-
mission to probe cases of torture that
happened during the country's military
dictatorship. See story on page 2.
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Political News

Brazil's Lula Proposing Truth
Commission to Probe Torture Cases

Brazilian President Luiz Inacio Lula da
Silva will propose the creation of a truth
commission to investigate cases of torture
that happened during the country's 1964-
1985 military dictatorship, Reuters
reported Monday. Paulo Vannuchi,
Brazil's human rights
minister said Lula will
formally propose the
commission next week.
Lawmakers would have
to approve the commis-
sion's creation. The
country cannot address
modern human rights
problems without prob-
ing its past, Vannuchi
told UOL Noticias
Internet, Reuters reported. "We believe
there is a relationship between torture
today and the impunity of all the torture
that went before, including during the
dictatorship," said Vannuchi. The Lula
administration will release details of its
proposal next Monday, he said. Unlike
countries including Argentina and Chile,
Brazil has never put anyone on trial for
atrocities committed during its dictator-
ship. The regime pushed Brazil's Congress
to approve an amnesty law in 1979, but
the Supreme Court is currently studying a
case that argues the amnesty law does not
cover torture. This year, a commission of
the justice ministry traveled throughout
Brazil, awarding compensation to victims
and family members and also asking them
for forgiveness. Some members of Lula's
administration have sought trials against
former military leaders, but the military,
which remains influential, opposes probes
into cases of torture and also is against
revisions to the amnesty law.

Honduras' Lobo Willing to 
Meet Ousted President

Honduran President-elect Porfirio Lobo
said Monday that he is willing to meet
with deposed President Manuel Zelaya in
an effort to put an end to the crisis that

started with the country's June 28 coup,
the Associated Press reported. Lobo said
he would meet with Zelaya outside
Honduras or at the Brazilian Embassy in
Tegucigalpa, where Zelaya has been living
since sneaking back into Honduras Sept.
21. "I'm totally and absolutely willing to
start a dialogue with Zelaya at the
Brazilian Embassy or anywhere else,"
Lobo told Honduras' Radio HRN. Last
week, Dominican President Leonel
Fernandez said he was expecting Lobo
and Zelaya to meet in his country
Monday. However, Fernandez said
Sunday that the meeting would be post-
poned because Honduras' de facto gov-
ernment had not granted Zelaya permis-
sion to leave Honduras. Lobo said
Honduras did not receive a request from
Zelaya for his passage to the Dominican
Republic. Last week, Mexico dispatched a
plane to Honduras to pick up Zelaya.
However, the de facto government refused

to grant Zelaya safe passage until he con-
ceded that he is no longer president, a
condition that Zelaya refused. In his radio
interview, Lobo called on Zelaya and de
facto President Roberto Micheletti to
reach an agreement to put the crisis
behind Hondurans. "There has to be a
complete detachment from the situation
from both Zelaya and Micheletti because
both are involved in this conflict," said
Lobo, who is scheduled to be sworn in
Jan. 27. On Monday, a top Brazilian offi-
cial said the country agrees with the
United States that Micheletti should step
down. "We agree that President Micheletti
needs to leave," said Marco Aurelio
Garcia, the head international advisor to
Brazil's president. Garcia made the com-
ments to reporters after a meeting in
Brasilia with Arturo Valenzuela, the new
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Argentine President Threatened
During Helicopter Trip

Argentine President Cristina
Fernandez received death threats
during the commute to her office by
helicopter, Argentine officials said
Monday, the Associated Press
reported. During Fernandez's ride
Friday, a voice came over the heli-
copter's radio, saying "Kill her," and
"Kill the mare," the AP reported.
The threats are under investigation,
said the president's cabinet chief,
Anibal Fernandez. The incident hap-
pened on the same day a trial
opened in the case of 19 former offi-
cials charged with torturing political
prisoners during the country's 1976-
1983 dictatorship.

Mexican Senate Committee
Advances Carstens' Nomination

A joint committee of Mexico's
Senate on Monday approved the
nomination of former finance min-
ister Agustin Carstens to head the
country's central bank. In testimony
before the finance and legislative
affairs committees, Carstens said the
government's finances are sustain-
able despite a ratings action by
Standard & Poor's, which yesterday
lowered Mexico's foreign currency
debt rating one notch to BBB-,
Bloomberg News reported. The full
Senate is slated to vote on Carstens'
confirmation today.

Chile's Copper Export Revenue
Soars 81 Percent on Higher Prices

Revenue from Chilean copper
exports totaled $2.85 billion in
November, jumping 81 percent over
the same period last year on higher
copper prices, Bloomberg News
reported. Prices for the metal
increased 94 percent over the past
12 months. In November, Chile
posted a trade surplus of $1.08 bil-
lion, according to the central bank.

Vannuchi

File Photo: Agencia
Brasil.

“ There has to be a complete

detachment from the 

situation from both Zelaya 

and Micheletti because both 

are involved in this conflict.”
— Porfirio Lobo



U.S. assistant secretary of state for
Western Hemisphere affairs.

Economic News

Brazilian Retailers Expecting 
Strong Holiday Sales

Retailers in Brazil are expecting the most
robust holiday sales this year since 2001
amid tax cuts and strengthening con-
sumer finance, Bloomberg News reported
Monday, citing a survey by Brazil's
national mall retailers' association,
Alshop, and consulting company Deloitte
Touche Tohmatsu. In the poll, 66 percent

of store owners said they expected a 12
percent increase in revenue during the
Christmas season, as compared to 9.5
percent last year. "When the government
takes action and cuts taxes, this reflects
directly in sales incentives," Alshop's pres-
ident, Nabil Sahyoun told Bloomberg
News in an interview. Stores are also
allowing their customers to finance pur-
chases without interest for longer lengths
of time, he added. Shares of retailers and
consumer goods companies have enjoyed
the best performance this year after real
estate as the Bovespa stock index has
soared 85 percent since the beginning of
the year, according to Raymond James &
Associates. Shares of discount retailer
Lojas Americanas and clothing retailer
Lojas Renner have more than doubled in
2009.

Company News

Homex Expects 12 to 14 Percent
Revenue Growth Next Year

Mexican homebuilder Homex said

Monday that it expects revenue growth of
between 12 and 14 percent next year as
the country emerges from its recession,
Reuters reported. "Mortgage lending
dynamics in Mexico remain favorable,

particularly in the entry-level segment,"
the Culiacan-based company said in a
statement. In the wake of the global
financial crisis, homebuilders' sales in
Mexico have largely been fueled by entry-
level purchases, which are often funded
by government-backed mortgage lenders.

Sales of larger homes have lagged.
Homex, which mass produces homes and
sells them for less than $40,000 each, said
the forecast for its EBITDA margin was
between 21 and 22 percent for 2010, as

compared to 23 percent in this year's
third quarter. In the third quarter, the
company had sales of 5.11 billion pesos
($U.S. 377 million), an 8.2 percent
increase from the same period last year.
EBITDA increased in the third quarter to
approximately 1.18 billion pesos.
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likely remain very low. This will prompt
many central banks in emerging
economies to start hiking interest rates
in 2010 even though their G-3 counter-
parts will likely stay put still next year."

AAlberto J. Bernal-León, head
of research at Bulltick Capital
Markets in Miami: "I do not
believe that Colombia is cur-

rently at risk of coming to a situation in
which the country suffers from a detri-
mental asset bubble, irrespective of the
fact that the stock exchange has reached
a historical peak. Here is my reasoning.
From the perspective of flows, official
information shows that from the start of
the year, only about $500 million in new
foreign monies have actually come into
the local stock market. That is a very low
level of flow for a market that usually
trades around $50 million in stocks per
day, and for a market that is worth
around $50 billion. In addition, thanks
to structural reforms, the Colombian
establishment has been able to create a
very large base of 'final buyers' of
Colombian assets. Private sector pension
funds are growing their total asset hold-
ings by as much as $400 million per
month, and at least 30 to 40 percent of
those assets are finding their way to the

local stock market on a monthly basis.
There is no reason to expect local pen-
sion funds to sell their equity stakes at
any point during the next 20 years or so,
because these funds need to increase the
yield of their funds in order to generate
enough capital for future retirees. In my
view, it would prove to be a calamitous
mistake for the Colombian authorities to
declare policies geared at trying to con-
tain asset prices, because estimating what
asset appreciations are bubbles and
which ones are genuine is, by definition,
a very difficult task. Instead, Colombia
should focus all of its policy efforts in
generating institutions that allow for
businesses to thrive (stable rules of the
game and lean bureaucracy), and for
governments to have the needed tools to
save in good times and spend in bad
times (automatic stabilizer policies)."

AAlessandra Alecci, vice presi-
dent and senior analyst of the
Sovereign Risk Group at
Moody's Investors Service:

"The issue of capital inflows and poten-
tial ensuing asset bubbles is a tough one
for emerging market policymakers.
Some of the key drivers are impossible to
control, as they stem from fundamental
global developments, particularly the
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“ Mortgage lending dynamics in Mexico remain favorable,

particularly in the entry-level segment.”
— Homex statement

“ When the government takes

action and cuts taxes, this reflects

directly in sales incentives.”
— Nabil Sahyoun
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deterioration of macroeconomic condi-
tions in developed countries, low returns
in investing in those economies and a
weak U.S. dollar. Also, as the recovery in
countries like Colombia is still tentative,
monetary tightening could have an
adverse impact on economic activity and
potentially lead to further appreciation of
the currency, thus hurting exporting
industries. Going forward, the key chal-
lenge for Colombia is redressing its pub-
lic finances by tackling the structural
issues—a low revenue base and highly
inflexible expenditures. A vigorous recov-
ery will also be key to improved debt
dynamics. In contrast to Peru and Brazil,
where growth is expected to exceed 5 per-
cent in 2010, Colombia is expected to
grow by about 2 percent, well below pre-
crisis levels of 6 percent. In part, reliance
on unstable export markets such as
Venezuela and Ecuador has turned out to
be problematic. Achieving higher rates of
growth is an important factor for
Colombia moving forward, and one that
will surely impact the trajectory of its
sovereign ratings. Managing capital
inflows and currency appreciation will be
key near-term challenges for Brazil and
Peru, as international competitiveness

could be affected. In Brazil's case,
addressing fiscal vulnerabilities will also
be crucial, given that public debt levels
remain elevated when compared to simi-

larly rated peers. Peru's main weaknesses
are still financial dollarization and the
potential impact of politics on economic
policies if an anti-system candidate wins
the next presidential election."

The Advisor welcomes reactions to the
Q&A above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.
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“ Colombia is expected to grow

by about 2 percent, well below

precrisis levels of 6 percent.”
— Alessandra Alecci
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