
QUruguay is likely to achieve
investment grade status in 2012,
according to a report issued by
Nomura Securities in May, the

Financial Times reported. During this
boom period of high natural resource
prices, Uruguay's willingness to push
through structural changes and commit to
fiscal discipline has been contrasted to
neighboring Argentina, where loose mon-
etary policy and increased public spend-
ing have helped push inflation above 20
percent, according to private estimates.
What accounts for Uruguay's bright out-
look and what more should the govern-
ment do to ensure continued economic
success? How does Uruguay's strategy
compare to Argentina's? What are the two
countries' long-term futures? 

AGraciana del Castillo, managing
director of Macroeconomics
Advisory Group: "Uruguay's
international credibility, business

climate, corruption level, inflationary situ-
ation and level of confrontation between
the government and the private sector are
indeed much better than Argentina's.
Argentina is immensely richer in terms of
resources and does not depend on volatile
oil imports as Uruguay does. Both coun-
tries have become increasingly dependent
on exports of commodities. This resource-
based model, key in explaining recent eco-
nomic success, has led to a significant drop
in unemployment. However, it has created
low-quality, low-wage jobs for a large part

of the labor force, making economic and
social inclusion—a key aspiration of both
governments—more difficult. While
Argentina's economic challenges are well
known, Uruguay also faces an increasingly
challenging policy management situation.
Since 2005, it has attracted huge inflows of
foreign investment. This has resulted in a
highly appreciated peso, which, together
with rising inflation, ineffective public
expenditure and the inability of the central
bank to raise interest rates to fight inflation
(since it would attract more capital), has
seriously diminished international com-
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Former Tijuana Mayor Jorge Hank Rhon,
who was freed last week after a raid on
his home, told reporters Monday that he
has no hard feelings. See story on page
2.
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Political News

Freed Former Tijuana Mayor Says 
No Hard Feelings Over Raid

Former Tijuana Mayor Jorge Hank Rhon,
who was imprisoned for more than 10
days after authorities raided his home
earlier this month, said in his first public
comments since his release that he has no
hard feelings over the episode, the
Associated Press reported. "I think one
who gets angry loses," Rhon, 55, told
reporters in the lobby of his main casino.
"What happened is in the past." The army
on June 4 raided Rhon's complex, which
includes a casino, soccer stadium, a pri-
vate zoo, a greyhound racetrack and his
home. The raid yielded numerous,
allegedly illegal, weapons. Rhon was
released last week after a judge ruled there
was a lack of evidence and inconsistencies
in the raid. He had faced weapons charges

and also had been accused of master-
minding the murder of his son's former
girlfriend. He denies wrongdoing. U.S.
authorities have for years suspected Rhon
of involvement in laundering illegal drug
proceeds, but no charges have been docu-

mented. Rhon showed little emotion
when asked how he felt when soldiers
burst into his bedroom. Rhon said he felt
embarrassed and first thought to put on a
pair of pants. "I'm not like Adonnis," he
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Chilean Court Suspends
HidroAysén Plan 

A court ruling in Chile Monday sus-
pended the controversial
HidroAysén project, a proposed plan
to build five dams and hydroelectric
plants in Patagonia, The New York
Times reported. The government
commission approved the $3.2 bil-
lion plan last month, triggering
protests around the country. While
activists hope that the ruling is the
first step in canceling the dams, a
lawyer for the project told local
newspaper La Tercera that the ruling
was "purely formal" and made no
decision about the complex's legali-
ty.

Latin American Stocks Get 
Boost After Brazil Upgrade 

The MSCI Latin American index
rose 0.47 percent on Monday after
Moody's upgraded Brazil's sovereign
credit rating into investment grade,
noting economic growth and
improvement in government
finances, Reuters reported. "We may
not be able to sustain [the rally]
because of the problems in Europe,
but it certainly gives some support
to our market," said Paulo Petrassi,
co-manager of Leme Investimentos.

Venezuelan Troops Continue
Efforts to Retake Prison

Venezuelan National Guard troops
attempted for a fourth day Monday
to retake control of a prison from a
group of heavily armed inmates, the
Associated Press reported. Troops,
who fired tear gas at the prison,
escorted 36 inmates who had been
hostages of a group of rebellious
prisoners away from the unsecured
areas of the Rodeo II prison, said
officials. Gun battles have raged at
Rodeo II and the adjacent Rodeo I
prison since the military started a
weapons search on Friday.

“ I think one who gets 

angry loses.”
— Jorge Hank Rhon

petitiveness. To address some of these
challenges, President Mujica has pro-
posed a land tax on large landholders,
many of whom are foreigners owning
excessively large holdings. Although the
details would need to be worked out
carefully, I support such decision in prin-
ciple. It could lower foreign investment
in land, it would lower pressure on the
exchange rate to fall and it would con-
tribute to improving tax revenues. These
additional revenues could be used to
improve public education, to increase
public investment in infrastructure and
to promote technological innovation.
These factors are critical to improve
Uruguayan competitiveness in higher-
value production, increase wages and
enhance social justice."

AJulio Burdman, president of
the Observatorio Electoral
Latinoamericano and director
of the School of International

Relations at the University of Belgrano
in Argentina: "You have to put this com-
parison in perspective: the methodology

of major credit rating agencies, which are
about to bestow an investment grade rat-
ing again for Uruguay, is failing. In prin-
ciple, it has become clear that we can not
equate the economic and political suc-
cess of countries with low financial risk
ratings only. One month before the out-
break of the so-called 'Arab revolutions'
in Tunisia and Egypt, the ratings agencies
praised the stability of both countries.
Low risk especially interests those coun-
tries with a model that is highly depend-
ent on external financing. But in the cur-
rent global situation, there are countries,
such as the BRICs, that are growing eco-
nomically as a result of a mix of internal
and external financing. Argentina adopt-
ed a model with these characteristics,
principally because it didn't have anoth-
er alternative after the crisis and default
of 2001. Ten years later, however, what
began as an inevitable result of the crisis
became a major political and social con-
sensus. However, the Uruguayan method
during this decade was more dependent
on external investment and maintained
high interest rates, which were lowered
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said. Some Rhon supporters have said the
raid was a move against Rhon's
Institutional Revolutionary Party ahead
of the 2012 presidential election. On
Monday, Rhon said he would remain
active in politics. He failed in an effort to
win the governorship of Baja California
state in 2007 and did not rule out running
again in 2013.

Company News

Travelers Acquires Stake in Brazil's
JMalucelli for $410 Million

The Travelers Companies said Monday
that it has acquired a 43 percent stake in
Brazilian insurer JMalucelli
Participações em Seguros e Resseguros
for approximately $410 million. "This
joint venture enables us to leverage our

leading U.S. surety
franchise to partici-
pate in the growing
Brazilian market and
to do so with the ben-
efit of a local market
leader," Jay Fishman,
chairman and chief
executive officer of
the U.S.-based com-
pany, said in a state-
ment. "We expect this
transaction will be

modestly accretive to Travelers' earnings
in the first full calendar year." As part of
the deal, Travelers has the option to boost
its interest to as much as 49.9 percent
within 18 months. JMalucelli has a mar-
ket share of more than 30 percent in
Brazil's surety insurance business, said
Travelers. "We believe that the combina-
tion of Travelers' broad insurance expert-
ise with JMalucelli's established distribu-
tion network and extensive customer base
provides us with an exceptional platform
for expanding the joint venture beyond
the surety business into the growing
property and casualty market," Alan
Schitzer, vice chairman and head of the
financial, professional and international
insurance business segment at Travelers,
said in a statement. "We are very enthusi-
astic about both the surety and the prop-
erty casualty insurance opportunities." 
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Fishman
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In Focus
García Gov't Leaving a 'Growing and Stable' Peru: Foreign Minister

By Gene Kuleta

WASHINGTON—The administration of President Alan García is ending next month
during a time that Peru is enjoying economic growth and is also strengthening eco-
nomic and political ties with other countries, outgoing Foreign Minister José Antonio
García Belaúnde said in a recent interview
with the Advisor. At the same time, García
Belaúnde said he is optimistic about the
administration of the country's next presi-
dent, Ollanta Humala.

"A great achievement of the administration of
President García has been maintaining sus-
tained growth over five years," García
Belaúnde said in a telephone interview from
Lima. The country has made significant steps
forward in lowering poverty rates and also in
building new roads, medical facilities and
investing in infrastructure including seaports
and airports. García is leaving to Humala "a country that is growing and stable," said
García Belaúnde.

The last five years have also been marked by closer economic ties and free-trade agree-
ments with the European Union as well as the United States, China, Japan, South Korea
and other countries, he said.

Investors' concern about Humala was reflected in the plunge of Peru's stock market on
June 6, the day after the leftist former army officer defeated right-wing legislator Keiko
Fujimori in the country's presidential runoff. In subsequent days, the stock market
rebounded.

García Belaúnde declined to say for whom he voted in the election. "However, the elec-
toral process was transparent and calm," he said, adding that the market "has received
well President-elect Ollanta Humala's statements about the need to preserve stability
and advance private investment."

When asked what advice he would give to Humala and his foreign minister, García
Belaúnde said it is important for the next administration to continue strengthening
relationships with other countries.

"The foreign policy that we have pursued has been one of consensus with all sides and
it is a policy that should be preserved," he said. García Belaúnde added that the García
administration has also worked to strengthen the historically rocky relationship with
Chile. The foreign minister expressed hopes that Humala's administration will contin-
ue to strengthen ties with Peru's southern neighbor.

"We strengthened peace, security, investment and cooperation," said García Belaúnde.
"I hope that this kind of relationship can be maintained in the future."

García Belaúnde said he is "listening to proposals" for academic positions for after
García hands over power to Humala on July 28. García Belaúnde said he plans to
remain in Peru to "work on foreign policy issues, but from a more academic perspec-
tive." He added that he does not plan to run for office himself. "I'm not a politician and
I'm not considering being a candidate."

García Belaúnde 

Photo: TV Peru.
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over time. Another difference between
both countries, related to funding mod-
els, is the government's redistribution
goals: Argentina is not fiscally undisci-
plined but rather sought an increase in
public spending and consumption as a
means of social intervention. Uruguay
was and is more conservative in this mat-
ter."

AClaudio Loser, senior fellow at
the Inter-American Dialogue:
"There are very few country
pairs that are as similar as

Argentina and Uruguay—and few that
show such a gap in outlook and perform-
ance. This is very real, on account of a
major difference in institutions and
views about respect for the law. Both
countries are bound by a common cul-
ture and history. Both were successful a
century ago, with a similar resource base,
both became welfare states, suffered
from political chaos, guerrilla wars and
brutal military regimes. But even so,
Uruguay was able to re-emerge with
respect for its institutions, a constructive
view of its democracy, particularly in the
last 30 years, and a sense that it had to
adapt to the new circumstances of the
world, and not ideology. The country
dealt with most economic rigidities; it is
managing its macroeconomic policy
with pragmatism but principles; has
dealt with its serious debt problems in a
cooperative manner; and everyone
understands that the future of the coun-
try is in Uruguayan hands. The political
class in Argentina cannot differ more.
Ideology—certainly from another centu-
ry—dominates the political discourse
and macroeconomic policy is inconsis-
tent at best but most likely incompetent.
There is no continuity of policy and no
respect for its institutions, nominally of
good quality. Political considerations
trump the tough policy decisions, and
there is a confrontational approach to
the rest of world: multiple restrictions to
trade, domestic distortions and a unilat-
eral and negative approach to creditors.
In the end, Uruguay will shine even being
the small country it is. My own country,

Argentina, will likely remain a mediocre
performer at best, unless it breaks away
from its perceived past and starts looking
forward."

AChristian Daude, head of the
macroeconomic analysis unit
at the OECD Development
Center: "Uruguay's economy

has grown on average 5.6 percent per
annum between 2003 and 2010, an
impressive rate compared to its long-
term performance. In 2010, GDP growth
was 8.6 percent and the first quarter of
2011 was very strong with unemploy-
ment at record-low levels. External con-
ditions have been favorable, but less than
in Argentina, due to Uruguay's high
dependence on oil imports. Argentina's
economic growth has been slightly high-
er, but inflation in recent years has been
somewhat higher than in Uruguay. While
monetary policy continues to be loose in
Argentina and the Uruguayan central
bank has started tightening, fiscal policy
has been clearly procyclical in both
economies since 2010. The current poli-
cy stance is risky in both cases, as finan-
cial and economic risks are currently
mounting in the world economy and
both countries have limited ammunition
to face the potential consequences.
Uruguay—despite having good access to
international capital markets and IMF
support—still has high and risky levels of
debt compared to Argentina. Strong eco-
nomic growth creates a window of
opportunity for locking in the benefits of
this favorable period. Both economies
would benefit from a more prudent fiscal
policy with a long-term perspective to
recreate the fiscal policy space that
assures stable financing for public expen-
ditures in education, infrastructure and
innovation necessary to raise potential
output growth. Without an institutional
change that allows for less procyclicality
in fiscal policy, the boom-bust cycles will
return to both sides of the River Plate."

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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