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Argentina: GDP growth down to 5% in May

Brazil: Polls indicate an improving economic climate

Chile: Strong increase in industrial production expected

Colombia: Congress has resumed debating

Ecuador: Ongoing controversy on pension increase financing

Mexico: Monetary tightening

Peru: Toledo is to hold a speech to the nation

Venezuela: Government tries to enhance its position ahead of the referendum

Argentina --- The public sector’s primary surplus (budget balance

Industrial production growth in June came in slightly
above our expectation (0.8%, mom, s.a.; 11.4% yoy). At
the same time GDP growth as measured by the EMA
indicator turned out to be lower than expected (0.9%,
mom, s.a.; 4.8%, yoy). As capacity utilization is rising (on
average now at 71%, however reaching more than 90%
in some sectors) we expect GDP growth to slow down
in H2-04.

Outlook: Both supermarket sales (Wednesday) and
construction (Thursday) are likely to show significant
yoy growth rates for June. ---- June’s trade surplus
(Thursday) likely reached a similar amount as in the
previous month (US$ 1.6 bn).

Brazil

The unemployment rate decreased in June for the sec-
ond month in a row and now stands at 11.7%. One
year ago the rate was at 13%. We expect a continuation
of the downward trend in the coming months given the
good near terms prospects of the economy. ----- The
consumer confidence index IIC (Fecomercio Sao Paulo)
increased by 0.9% mom in July, reaching 118.7 points
on a scale from 0 to 200. The business confidence in-
dex of the industry association CNI increased as well. In
July the index, at 60.7 points, is 8% higher than in April.
This is the highest value since the year 2000. ----- For
the first time ever, the current account showed a surplus
of more than US$ 2 bn in June due to a record high
trade surplus as well as lower than expected interest
payments. ----- Foreign direct investments amounted to
a higher than expected US$ 740 mn in June. However
this is still low compared with the inflows some years
ago. For the whole year we expect FDI of only US$ 9.5
bn, which corresponds to a monthly inflow of US$ 900
mn in the second half 2004.

Outlook: After having left unchanged the overnight in-
terest rate at 16% (as expected), the minutes of the
meeting (Thursday) will probably give some hints on fu-
ture central bank decisions. We expect that the Selic
rate will be kept unchanged up to the end of the year. --
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before interest payments) should amount to BRL 8 bn
(Friday). Thus the year-to-date primary surplus would
stay at BRL 46 bn (approx 5.8% of GDP), well above the
target that was agreed upon with the IMF (BRL 32.6 bn).
The relative public debt should have decreased slightly
(may: 56.8% of GDP). ----- President Lula will arrive to-
day in Sao Tome (Africa) for the fifth conference of Por-
tuguese-speaking countries. ----—- Spying affair leads to
some nervousness: A corporate espionage case in
which the US-based enterprise Kroll was commissioned
to investigate Telecom ltalia escalated, including spying
on top government officials, among them communica-
tion secretary Luiz Gushiken. Apart from that the central
bank governor Meirelles and the director for monetary
policy both are investigated with respect to tax evasion
and false declaration of their fortune, according to the
magazine Isto é.

Chile

According to Cochilco, the government's copper re-
search agency, total copper production should grow
9% yoy in 2004. Due to higher prices, export revenues
should rise even further (+80% yoy). ---—-- Retail sales
rose by only 0.8% in June. Amid higher sales of furni-
ture and electrical equipment, falling garment sales
contained overall growth. Nevertheless, retail sales gen-
erally exhibit considerable volatility.

QOutlook: Industrial production in June is expected to
have expanded considerably, mainly due to solid ex-
ports (industrial exports June 2004: +29% yoy). Mining
production should experience significant growth as well
(Wednesday). Labor market figures, however, could
prove mixed for June. Although we expect a renewed
increase in employment, seasonal factors and a rising
number of job-seekers may take the unemployment
rate to 9.6% (June 2003: 9%).

Colombia
As expected the Colombian central bank kept the key
interest rate at 6.75% and announced further interven-
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tions on the foreign exchange market (partially sterilized
through open-market operations). Given the ongoing
weakness of the US$ and uncertainty over the magni-
tude of further rate hikes of the US Fed, it seems likely
that the central bank will wait until the last quarter be-
fore lifting interest rates. Only in the case of an unex-
pectedly strong rise in inflation or a swing of investors
towards US$-denominated assets the Banco Republica
is to hike rates earlier. ----- The first debates in congress
after the summer recess proceeded relatively smoothly.
Election of the presidents of the lower house and the
senate gave in both cases majorities to candidates
considered Uribe supporters.

Outlook: Exports should have amounted to about US$
1.3 bn in May, 15% higher than last year. ----- We be-
lieve that unemployment should have dropped again in
June (May 14.8%). ----- Industrial production should
have increased about 7% yoy in June.

Ecuador

Ongoing quarrels on the financing of the proposed hike
in minimum pensions: President Gutiérrez issued a veto
against the partial financing through the use of Solidar-
ity Fund monies. However, a two thirds majority in Con-
gress could overrule this veto. The government is about
to propose an alternative bill that, reportedly, will seek to
re-instate the ICE tax increase on beer — but at 10%
rather than the 15% that the government originally had
asked for. ---- The government seems willing to appeal
against the decision of the international arbitrage tribu-
nal, which obliges the government to pay a US$ 75 mn
VAT rebate to an American oil company. Given the al-
ready fragile regulatory framework in Ecuador, this is a
very negative signal to international investors. ----- Fitch
ratings affirmed Ecuador’s long-term foreign currency
CCC+ rating. Despite increases in economic growth
and public sector revenues due to higher oil prices the
public sector’s financing position and the foreign cur-
rency liquidity situation remain precarious. While we
share this assessment, we have a negative outlook on
Ecuador's economic prospects left stable by Fitch.

Mexico

In the first half of July, prices rose by 0.15% (market ex-
pectation: 0.10%) At the same time, core inflation, which
is also closely monitored by the central bank, rose by
0.08% only. ----- Contrary to what had been expected,
the unemployment rate rose (from 3.48% to 3.78%).
This seems to contradict growing employment in the
maquila industry as well as relatively positive economic
figures. We expect unemployment to decrease again in
the next few months. ----- Domestic demand continues
to recover: Retail sales rose by 3.7% yoy in May. -----
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Imports rose above expectations in June (+23% yoy),
showing that the economic recovery is in full swing. Ex-
ports increased by 21.5%, an the trade balance showed
a deficit of US$ 500 mn, the highest monthly deficit of
this year. ----- The central bank tightened the reins, rais-
ing the corto by pesos 4 mn. We welcome this step
(although we had not expected it due to high monetary
market rates) as inflation expectations are above the in-
flation target of 3%. ----- The central bank will leave the
level of daily US$ sales unchanged at US$ 22 mn dur-
ing the next three months.

Outlook: Given May's low industrial production level, we
also expect the economic indicator IGAE (today) to
have decreased. ----- Industrial employment figures, in-
cluding maquila, could give the explanation for rising
unemployment in May. ----- Banxico's business climate
poll will probably show an improvement in July, as was
expected by 84% of interviewees in June.

Peru

Political turbulences - at last fueled by the corruption
scandals and the resignation of the minister of justice
Kresalja — should continue during the next several
weeks. Today the president of the congress is to be
elected and on Wednesday or Thursday president
Toledo is to hold a speech to the nation in which he is
likely to comment on a cabinet reshuffle which is tradi-
tionally made possible by its resignation on the Peru-
vian independence day (July 28).

Venezuela

The CNE election council announced that 13.9 mn vot-
ers can participate in the referendum against President
Chavez, up from 13 mn voters in May. According to
press reports, the large increase in voters stems from
the government granting citizenship to immigrants with
the condition that they register for the referendum. This
should increase the immigrant’s disposition to vote for
Chavez. ----- The cabinet decided to reduce the VAT by
one percentage point and to eliminate the corporate as-
set tax. This proposition, which in our view is intended
to enhance the government’s standing with the middle
classes, now goes to congress. According to the gov-
ernment, the reduction in taxes amounts to US$ 163
mn in foregone revenues (0.2% of GDP). ----- The
CADIVI exchange commission apparently intends to in-
crease the provision of hard currency in reaction to in-
creasing demand in the economy. This could help to
limit a renewed expansion of the gap between the offi-
cial and the black-market exchange rate.
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Exchange rate date last one week one month one year end 2003 ytd-change, % end 2004f
Argentina 25.06.2004 2.95 297 297 2.81 2.81 -4.8 3.0
Brazil 28.06.2004 3.11 3.13 3.09 2.84 2.84 -8.6 3.1
Mexico 28.06.2004 11.35 11.31 11.40 10.46 10.46 -7.9 119
Chile 25.06.2004 634 645 632 701 701 105 600
Colombia 25.06.2004 2694 2710 2718 2817 2817 46 2800
Peru 25.06.2004 347 347 3.49 347 347 -0.1 35
Venezuela 25.06.2004 1918 1918 1918 1598 1598 -16.7 1918
EMBI+ Spread

bps date last one week one month one year end 2003 ytd-change, bps
Argentina 28.06.2004 5103 5006 4921 4550 5739 -636

Brazil 28.06.2004 665 648 698 814 463 202

Mexico 28.06.2004 216 215 205 229 199 17
Colombia 28.06.2004 889 849 907 1200 799 90
Ecuador 28.06.2004 482 485 520 468 431 51

Peru 28.06.2004 428 422 470 524 312 116
Venezuela 28.06.2004 628 621 662 991 593 35
Benchmark interest rates ytd-change

% date last one week one month one year end 2003 %-points end 2004f
Argentina, Overnight 25.06.2004 2.63 2.81 4.06 431 1.50 1.1 4.0
Brazil Selic 25.06.2004 15.79 15.79 15.79 25.76 16.33 -0.5 148
Mexico Cetes 28 days 25.06.2004 6.54 6.51 6.41 5.00 6.01 0.5 75
Chile 90 days, PDBC 24.06.2004 1.57 1.57 1.31 292 2.29 -0.7 28
Colombia Overnight 22.06.2004 6.87 6.86 6.93 7.33 7.49 -0.6 8.8
Peru Overnight 25.06.2004 245 2.60 2.55 3.80 250 0.0 26
Venezuela deposits 20 days 22.06.2004 11.53 10.39 10.02 14.75 13.20 -1.7

Foreign exchange reserves

USS$, bn date last one week one month one year end 2003 ytd-change end 2004f
Argentina 23.06.2004 174 174 164 1.7 1441 33 17.0
Brazil 24.06.2004 50.2 50.2 50.1 489 493 1.0 552
Mexico 18.06.2004 683.1 687.0 690.8 585.6 658.0 25.1 65.0
Chile 31.05.2004 16.1 na 16.0 159 16.0 0.2 16.6
Colombia 31.05.2004 114 na 114 106 109 04 115
Peru 30.04.2004 105 na 104 102 102 0.3 114
Venezuela (FEM&Gold incl) 22.06.2004 23.8 23.8 24.5 175 21.3 25

Economic activity Inflation

GDP (yoy, %) 2003 2004f 2005f 9%, year end 2003 2004 2005 GDP 2003, US$ bn
Argentina 8.7 6.5 38 37 8.0 8.0 127

Brazil -0.2 35 35 9.3 6.2 52 492

Mexico 1.3 32 26 4.0 4.0 35 626

Chile 33 4.8 45 1.1 22 3.0 72
Colombia 37 4.0 37 6.5 6.0 6.5 78
Ecuador 2.7 4.8 29 6.1 41 0.9 27

Peru 4.0 38 37 1.8 2.3 22 61
Venezuela -9.2 105 4.3 27.1 26.0 28.0 82

Public sector

Budget balance, % of GDP

Public debt, % of GDP

Amortization, US$ bn

Gr. financing needs, US$ bn

2003 2004f 2003 2004f 2003 2004f 2003 2004f

Argentina 1.2 16 140 152 19.8 19.8 191 18.3
Brazil* -6.2 -2.6 58 57 94.2 83.2 721 67.3
Mexico™* -0.6 -0.3 28 28 23 29 26 31

Chile™* -1.0 0.9 15 14 0.8 0.8 14 0.3
Colombia -2.8 -2.8 60 60 6.2 5.3 8.4 7.9
Peru -1.9 -16 48 48 1.1 15 2.3 25
Venezuela -4.0 -3.5 45 40 4.7 6.3 8.0 9.7

MoTiSanons. only federal debt, Includi

g short term debt

Amortisations withou

eles

Jebt, amortization and tanci

g needs: central government only

External Sector 2004f

External debt Debt service Current account Trade Balance FDI (net) Import cover
% of exports  s.t, % of total US$ bn ‘ % of exports % of GDP US$ bn US$ bn US$ bn months
Argentina 368 30 323 80 2.1 3.0 113 0.0 55
Brazil 226 12 67.4 68 0.7 3.9 27.0 115 6.8
Mexico 83 28 333 17 -1.6 -10.4 -7.8 15.0 35
Chile 134 18 6.8 21 1.1 1.0 6.0 1.5 6.1
Colombia 243 12 7.9 49 -1.3 -1.2 0.9 2.0 6.3
Ecuador 17 14 14 3 -0.3 04 6.4 -1.1 1.0
Peru 238 16 3.6 26 1.2 0.8 2.6 1.1 9.9
Venezuela 105 8 53 16 10.0 9.6 155 1.0 104
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20354 Hamburg mom = month-on-month
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“Latin American Weekly Spotlight* is published in addition to our “Latin American Spotlight” and our “Latin American Spotlight Update®. All three are published in English and in German.

The information contained in this issue has been carefully researched and examined by Dresdner Bank Lateinamerika AG or reliable third parties. But neither Dresdner Bank Lateinamerika AG
nor such third parties can assume any liability for the accuracy, completeness and up-to-datedness of this information. The authors’ opinions are not necessarily those of Dresdner Bank Latei-
namerika. Statements do not constitute any offer or recommendation of certain investments, even if individual issuers and securities are mentioned. Information given in this issue is no substitute
for specific investment advice based on the situation of the individual investor. For personalized investment advice, please contact your Dresdner Bank Lateinamerika branch.
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