
21

largest component of the Walmart of Mexico sales and profit.  
It’s our biggest format and it’s growing faster than any other 
one.  If you take a look as well, in Latin America convenience is 
more important than in the US.  So we are going after smaller 
stores, we are not building in Latin America the big boxes with 
the size that you see in the US, keeping in mind that most of 
our customers do not have cars.  On the other hand as well, the 
public transportation is usually poor so convenience, or prox-
imity I should say more than convenience, is more important 
in Latin America than in the US.  So you will see our portfolio 
is very different than the portfolio we have in the US, the UK, 
Canada, or other countries.    

Within Latin America how has 
the reception to Walmart been?  
Is it becoming a very recogniz-
able name and brand? 

I would say so.  I believe that we 
are clearly a meaningful player in 
every market where we are.   Our 
customer count continues to grow.  
The customers in Latin America 
are well receiving the value propo-
sition that we have for them and 
they like what they are hearing 
from us.  I am pleased to see the 
results of the progress of the name 
of the company.  In some cases we 
are in transitions such as in Chile.  
Chile is a company that used to be 
D&S and recently the name has 
been changed to Walmart Chile a couple of months ago, but 
if you talk about Walmart in Chile, everybody is going to know 
they are talking about us.  
In terms of operating in Latin America, it’s obviously working on 
a US template of the business.  

Is there any difficulty in operating with the type of bureau-
cracy or red tape that you find in say Argentina or Brazil?  
Have there been any difficulties in setting up your opera-
tions?     

There is no market in the world that is plain vanilla.  And every 
country may have their own challenges and their own proce-
dures and you have to fulfil a lot of requirements.  This is a 
matter that clearly the authorities have the right to frame the 
circumstances under which we operate.   I don’t feel that in 
any country we are finding something that we cannot deal with, 
in other words, we are not finding any difficulties in order to 
expand our business.  In some countries it’s more difficult than 
others.  We will continue expanding our footprint in Latin Amer-
ica.  We will continue investing in Latin America because we 
believe that this is the right decision.  I believe that all the Latin 
American countries have improved their economy.  They have 
emerged from the financial crises faster than other regions and 

Profiles

countries.  I would say the macro-economics in general for the 
Latin American countries are very strong.  Because of that we 
are very encouraged to continue investing in Latin America.  

In terms of online development, will Latin American Wal-
marts begin online sales?  Does that depend on the tech-
nological advancements within the country? 

We are doing kind of a mix.  We are doing both.  Certainly a part 
of the retail business is moving through e-commerce.  Multi-
channeling is what the experts are now calling it.  We have 
already started with that.  We launched in Brazil a couple of 

years ago an e-commerce business and 
it’s very well positioned.  In Brazil we 
are very happy to see the results.  Very 
quickly we are among the key players 
in Brazil in terms of e-commerce and 
recently we have launched as well in 
Mexico and Chile.  So there is no doubt 
in our mind that e-commerce will be a 
key ingredient for our value proposition 
that we are working with our consumers.  
We know that our consumers are de-
manding to have e-commerce.  We are 
using both the US platform and the local 
platform so we have a kind of combina-
tion and we are adjusting to the country 
needs.  That is something that Walmart 
does very well, to adapt to the local mar-
ket and to the local needs.  We are not 
trying to set a solution that may not be 
appropriate for a particular market.

What are Walmart’s plans for 2011?

In Mexico, because we are a public company, we will be 
announcing our expansion plan very soon.  The amount of 
investment that we are going to do this year in Latin America is 
unprecedented. We are going to invest more money than we 
have ever invested into the region and clearly Mexico and Bra-
zil will be the countries that will be receiving more investment 
compared to the others.  It doesn’t mean that in relative terms 
we will not invest in the others.  We will keep investing in Argen-
tina, Chile and Central America.  So basically our commitment 
of continued investment in Latin America is in our priorities.  

We know that our  
consumers are demanding 
to have e-commerce.  We 

are using both the US  
platform and the local 

platform so we have a kind 
of combination and we are 
adjusting to the country 

needs.
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Founded in 1997 by social entrepreneurs Lee Davis and 
Nicole Etchart, NESsT works to solve critical social problems 
in emerging market countries by supporting social enterprises. 
NESsT has provided financial capital and business manage-
ment support to over 2,600 social enterprises, transforming 
thousands of lives and demonstrating entrepreneurial and 
sustainable solutions to critical social problems.  Although 
NESsT began in Eastern Europe, it expanded its reach shortly 
there after to include Peru, Argentina, Brazil, and Ecuador. 
They are now a global team of 50+ with operations and staff in 
11 countries.

 
Given most philanthropic organizations’ heavy dependence on 
charitable donations, specifically in the emerging market sector 
– NESsT started to develop new, sustainable ways to finance 
nonprofit organizations. Their idea was to create a new way to 
finance social impact by adapting some of the best practices of 
entrepreneurship and investment and fusing them with philan-
thropy to create what they call “venture philanthropy.” NESsT 
considers itself to be the philanthropic equivalent of a venture 
capital or private equity firm, but focused on generating “social 
return on investment” rather than just financial return. They 
provide both financial capital and business development  

(Non Profit Enterprise and Self Sustainability)

The for-profit capital market includes a rich variety of financing sources and instru-
ments for capitalizing the various stages of enterprise development. Meanwhile, 
despite the tremendous diversity within the nonprofit sector, the nonprofit capital 
market relies predominantly on one single financing instrument, outside charity, for 
providing capital to organizations of various sizes, types, and stages of development. 

Many civil society organizations - particularly those smaller groups working for social change 
and development - remain highly vulnerable, underfunded, and unsustainable. Furthermore, 
they commonly lack the strategic, financial development necessary to create a sustainable, 
long-term plan for their company.

Sustainability  
not Charity.
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training and mentoring to 
their portfolio of social en-
terprises to help them start 
up their business, or expand 
or improve an existing one. 
These social enterprises 
ultimately become more 
financially self-sustaining 
and generate a sustainable 
revenue stream to sup-
port the nonprofit that runs 
them. Oftentimes the social 
enterprise is directly related 
to the social mission of the 
nonprofit/charity/NGO that 
owns them (e.g., creating a 
business to employ people 
with physical or intellectual 
disabilities). 

In regards to funding, 
NESsT is supported by pri-
vate foundations and trusts 
in the USA and Europe, 
corporate foundations, family foundations and family offices, 
as well as Private Equity Shares donations. They also gener-
ate about 15-20% of their annual income from their own social 
enterprise (the NESsT Consulting arm), selling their services to 
paying clients. Examples include international foundations that 
hire them to work with their grantees and partners helping them 
to develop social enterprise activities.   

NESsT basically “invests” in philanthropic capital in their portfo-
lio of social enterprises; they support those organizations with 
time and advice; and ultimately seek to exit their investment by 
ensuring the social enterprise is able to stand on its own feet 
financially. They believe this approach is one of the best and 
smartest ways to invest in the long-term development of the 
social sector of the region.  
 
NESsT works as a social enterprise catalyst worldwide in part 
through the following three priority initiatives:

NESsT Venture Fund:•	  
A philanthropic investment fund providing capacity-building 
& financing support to a portfolio of high-impact social 
enterprises in emerging markets. 

NESsT University:•	  
Promotes accountability, innovation, leadership & profes-
sionalism in the social enterprise field worldwide through 
forums, workshops, trainings, internships, and publishing. 

NESsT Consulting:•	  
Offers professional services in social enterprise develop-
ment to clients worldwide, typically foundations, national 
and international organizations. 

Aside from these initiatives, NESsT is actively involved in 
their Equity Shares Program (http://www.privateequityshares.
org/). The program is designed to make philanthropic giv-
ing easy and effective for the private equity industry and to 
promote excellence in philanthropy within the private equity 
industry and beyond. NESsT adapts these market-based 
approaches to solving critical social needs in communities 
across Latin America, currently in Argentina, Brazil, Chile, 
Ecuador and Peru.

For example, in Brazil, NESsT is supporting AHIMSA, a 
nonprofit organization dedicated to building the technical and 
vocational capacity and ensuring the labor market insertion 
of people with multiple sensorial disabilities (deafness and 
blindness) who often live in isolation with little hope of work-
ing and leading independent lives. With support from NESsT, 
AHIMSA is launching a professional bakery that will em-
ploy this target group, and generate revenues to sustain its 
operations and provide additional services to other multiple 
sensorial communities. NESsT is supporting other similar 
social enterprises across Argentina, Brazil, Chile, Ecuador 
and Peru.

There are over 30 private equity firms involved in providing 
financial support to the work, volunteering on the investment 
committee or mentoring social enterprises in the NESsT portfo-
lio. Many of the individuals representing these firms also serve 
on the NESsT business advisory network – helping to form an 
extensive community for growing social enterprises. Aside from 
the firms involved in this program, NESsT also has partnerships 
with private equity associations to promote venture philanthropy 
amongst private equity firms (e.g., EMPEA, LAVCA, ABVCAP, 
etc). 

Sustainability  
not Charity.
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NESsT current projects in Latin America:██

NESsT has just launched a tremendous public effort to expand 
their work in Latin America as was announced at a recent meet-
ing of the Clinton Global Initiative in New York.

At the meeting, held on Sept 10th, 2010, NESsT announced its 
new US$ 7.5 million portfolio supporting the development of so-
cial enterprises designed to improve the livelihood of over 2,000 
artisans and small-scale producers in Latin America.
 
The NESsT Venture Fund has a Portfolio in Latin America 
called “Fondo Nido.” After having received pre-feasibility study, 
feasibility study, and business plan development support during 
the early stage, NESsT Venture Fund (Fondo Nido) later-stage 
portfolio members receive an individually-tailored, multi-year 
venture financing and capacity-building package from NESsT to 
help start up or expand their social enterprise.

Here are some examples of organizations in four different 
LatAm regions, currently receiving later-stage support from the 
NESsT Venture Fund (Fondo Nido) to develop their social enter-
prises:

ECUADOR

Quito Eterno
(Quito, Ecuador)hts

Promoting the arts, history and tradition of  
one of Latin America’s richest cultures

Social Mission: Promote the arts, history and tradi-
tions of Quito using educational 
and theatrical tools, thereby con-
tributing towards the development 
of a more diverse and integrated 
educational system that reflects 
Ecuador’s cultural diversity.

Social Enterprise: Social Enterprise: Quito Eterno 
offers a tour package called “Rutas 
de Leyendas Nocturnas” to indi-
viduals and businesses. Typical 
characters lead guided night tours 
to historical sites and promote 
the city’s vast cultural diversity. 
This enterprise is also targeted at 
school groups and teachers during 
the day as part of the organiza-
tion’s social program, offering sub-
sidized tours with exclusive insight 
into Quito’s historical center.

PERU

AGTR
(Lima, Peru)hts

Supporting skills development, labor and human rights

Social Mission: Defend the rights of domestic 
workers and prevent domestic 
child labor. Promote empowerment 
of domestic workers and increase 
their formal participation in the 
labor market through a network 
of supporters and allies from the 
public sector and civil society.

Social Enterprise: Social Enterprise: AGTR operates 
an employment agency for do-
mestic workers called “La Casa de 
Panchita”. The agency provides in-
tegral training to domestic workers 
in all aspects, from cooking to child 
and elderly care. Upon completing 
the training program, the agency 
finds formal job placements with 
decent working conditions for the 
workers while generating income 
for the organization by charging a 
commission to the employer.
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CHILE

Fundación Templanza
Ex Casa La Morada (Santiago, Chile)

Fighting gender discrimination

Social Mission: La Morada is dedicated to improv-
ing the lives of low-income Chilean 
women, reducing domestic vio-
lence and workplace discrimination 
and advocating public policies that 
benefit under-served women.

Social Enterprise: La Morada’s Treatment Center 
makes therapy services acces-
sible to low- and middle-income 
women by cross-subsidizing these 
services with therapy offered to 
higher-income clients.

ARGENTINA

Andar
(Buenos Aires, Argentina)

    Generating opportunities for people with disabilities  

Social Mission: Improve the quality of life of people 
with mental, sensory, or motor dis-
abilities, generating increased op-
portunities for participation in their 
communities, strengthening their 
family ties and social inclusion.

Social Enterprise: Social Enterprise: Andar Catering 
offers gourmet products, baked 
goods and catering services for 
business lunches, coffee breaks 
and receptions, among others. 
Through this activity, the organiza-
tion brings in revenue that allows it 
to cover part of the bakery’s costs 
while providing dignified work to 
its beneficiaries, thereby making a 
significant contribution to Andar’s 
social mission.

Additional Mention Worthy NESsT Initiatives:
RARAMP Peru – a program supporting rural social innovators in Peru:
http://www.ramp-peru.org.pe/portal/

Levantando Chile Fund  - a program created post earthquake in Chile focused on supporting small/local producers to get back on 
their feet through social enterprise development: http://www.levantandochile.org 
 
 
For more information on NESsT – please visit:
http://www.nesst.org/

NESsT Brazil Portfolio Organization – BemTV
NESsT is supporting BemTV in Rio de Janeiro to develop its social enterprise; a photography and video production company 
aimed at helping nonprofit organizations better communicate their programs and results.  BemTV writes the educational content, 
trains and employs at-risk youth in the production, creating high-impact communications material while offering new opportunities 
to its beneficiaries.
 Levantando Chile Fund  - Trabajo Para Un Hermano Concepción
Through NESsT’s Levantando Chile Fund, artisans like Ramón Espinoza, whose property was severely damaged by the 2010 
earthquake, will receive funds to rebuild and to purchase tools. Other artisans, who have had no income since the earthquake, are 
receiving stipends to purchase supplies. NESsT is also helping find new markets for products outside the affected areas and to 
rebuild Manos del Bío Bío, which sells products made by the artisans. www.levantandochile.org
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In a country that offers both positive and negative surprises, 
an additional advantage is that commercial lease contracts are 
made in US dollars—hedging the currency exposure, since you 
both buy and rent in dollars.

There is no question that government policy, more than any oth-
er factor, has impaired the true potential of Argentina, especially 

during the past decade. Yes, the default in 2001 was dramatic, 
but so was the recovery. Yes, the nationalization of the pension 
fund system was an absurdity—it constrained local capital mar-
kets by putting those funds into the hands of a wasteful govern-
ment. Hopefully this law will be overturn by a future administra-
tion. And yes, Argentina still offers both true value as well as 
growth opportunities for those willing to risk capital. 

Daniel Melhem
Knightsbridge Partners, Partner

Daniel is a Partner of Knightsbridge Partners. An Investment Management firm based in 
South America. Prior to forming this firm; Daniel headed Morgan Stanley’s Private Wealth 
Management, Latin America Southern Cone team.  He began his career at Lehman Broth-
ers as a financial analyst, moving on to manage portfolios and advising ultra-high net worth 
individuals from Brazil, Argentina, Chile, Ecuador and Spain, as well as servicing several 
financial institutions within the region.  Daniel received a BS in Economics and International 
Business along with the faculty’s Economics Achievement Award from Babson College.  He 
is President of the local Babson Alumni Club and serves as a Director for two foundations.  
In 2008, he was bestowed an Honorary Membership from the World President Organization.  In 2010, Daniel co-founded 
the Gulf Latin America Leaders Council (GLLC), a non-profit, non-political organization which aims at “bridging the gap” 
between the GCC and Latin America. Its Members are some of the most influential families and span from more than 21 
countries. The GLLC also advises governments on economic development and investments. 
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great lakes forex
Global insight. Regional focus.

Great Lakes Foreign Exchange offers unique insights 
that complement the dynamics of foreign exchange 
markets.

We offer a portal of transparency, providing insight to 
certain factors that dominate FX pricing and what this 
means for companies with market exposure-and risk.

We specialize in straightforward identification of risk 
and appropriate strategies tailored to meet specific 
needs, partnering with established global companies so 
clients may realize whatever latent or underlying 
opportunity may exist.

There is no 'one size fits all' in FX, which calls for 
successful targeting of specific strategic goals for our 
clients.

Ultimately, by using our technology and relationships, 
clients should expect further empowerment of key 
decision-makers to enable execution of their plans on 
their terms, striving to pinpoint optimum levels at which 
to do business.

Please contact a regional specialist for further details:

General Inquiries  info@greatlakesforex.com
U.S. East Coast  east@greatlakesforex.com
U.W. West Coast  west@greatlakesforex.com
U.S. Midwest  midw@greatlakesforex.com
U.K.    uk@greatlakesforex.com

27865 Clemens Rd., Suite 1A • Westlake, OH 44145 USA

Great Lakes Foreign Exchange
provides access to:

Organization and
automation of
FX business

Optimal hedging 
suggestions

Protective stop-loss and 
limit placing strategies

Market timing
opportunities

Analysis of outright and 
forward contracts

Efficient termination 
and position-reversal 
methods

www.greatlakesforex.com
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Flows into Latin American stock markets disappoint in 2010██

Inflows into Latin American stocks decreased substantially in 2010 compared to 2009 (see Table 1).  In fact the region attracted 
less money than all others, even Emerging Europe, Middle East and Africa (EMEA).   Asia ex Japan remained the favorite region 
globally while country-wise Japan took first place.  In the US, flows stabilized after massive withdrawals in 2009.  The Greek and 
Irish financial crisis took a toll on flows in developed Europe, negative over US$10 billion for the year.    

MSCI  Index performance
US$ 2010

Argentina +70%
Peru +49
Chile +42
Colombia +41
Mexico +26
Brazil +4

Flows into equities
US$, million 2010 2009 Change 2010 versus 2009

Asia ex Japan 78,896 74,405 +4,491
Japan 37,887 5,803 +32,084
India 34,196 21,755 +12,441
South Korea 22,670 28,661 -5,991
China + Hong Kong 12,547 13,138 -591
Taiwan 9,456 16,052 -6,596
EMEA 6,146 2,135 +4,009
Latin America 2,339 9,018 -6,679
US -9,545 -59,110 +49,565
Developed Europe -10,088 2,832 -12,920

Emerging Markets

Emerging markets 
vulnerable to rising inflation

How can we explain the ‘poor’ interest by investors for Latin American equities in 2010?  The answer seems to be coming from 
the weakness in the performance of the Brazilian market.  Among BRIC countries (Brazil, Russia, India, China), the country’s 
stock market returns for 2010 are pretty dismal at +4%.  Only China does worse (+3%) while India (+19%) and Russia (+17%) 
lead the group.  In fact the main Brazilian Index, the Bovespa, is still almost 5% below its 2007-08 high while Chile, Colombia 
and Mexico have passed those 2007-08 levels.  In 2010 Latin America’s largest market did not do justice to the region as re-
turns elsewhere were extremely good, especially in Argentina (see table 2).

Table 1.

Table 2.

Source: Bloomberg, EFPR Global
Note: Data as of 17 Dec. 2010, EMEA (Europe Middle East Africa)

Source: MSCI Barra

By Bernard Lapointe██
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What can we expect in 2011?██

The risks associated with investing in emerging markets have risen.  Higher inflation, for example oil prices at $90/bbl and grain 
prices at record high, will inevitably lead to higher nominal interest rates or at least more upward pressure on short term interest 
rates.  If this is the case, emerging markets equities will be vulnerable as there has been a persistent positive correlation between 
equity and bond returns in emerging markets (see top panel of Graph 1).  If bond prices drop as a result of higher inflationary 
expectations or short-term rate hikes by central banks, emerging stock markets will start trending lower.  The obvious reason is 
that asset allocators, most of them located in developed economies, tend to treat emerging markets exposure, whether being via 
bonds or equities as complementary. 

In Latin America, inflation, in particular is already creeping higher and the region is forecasted to see prices rise around 7-8% year 
over year in 2011.  This is higher than in all other regions and signals that central banks will be moving to try to curb accelerating 
inflation. 

Past episodes of high inflows into emerging markets have been followed by relatively poor performance of equities.  Since it ap-
pears that recent flows have been predominantly driven by institutional investors, benchmark readjustment is probably done. 

For investors that need to be invested, we believe that the best performing stock market in Latin America in 2011 will be Brazil 
because the underperformance is overdone.  Otherwise we would stay light on emerging market stocks. 

Source: Nomura

Graph 1.

Bernard Lapointe is the managing director at ArgonautGlobal Capital, a capital advisory firm with a special focus on India 
and China.

Mr. Lapointe spent ten years with Societe d’Analyses Economiques et Financieres, a French-based investment advisor, 
acting as global equities portfolio manager and co-chief of strategy. Prior to that he was with Bank of America (New 
York) as an Asian equity trader and Optimum Gestion (Montreal) as an international equities portfolio manager.   He has 
managed portfolios and traded in equities, currencies and commodities on the world’s major exchanges since 1994. 

Mr. Lapointe holds a Master’s degree in Economics from the University of British Columbia. He speaks French and 
Mandarin.  Apart from his activities in the financial world, he teaches martial arts.



42

Forex

All this bullish news is only slightly tempered by a miniscule fall 
in commodity values although it has to be said that in market 
parlance ‘the trend is your friend’ in this asset class and a 
collective and apparently insatiable appetite for soft and hard 
commodities amid uncertain supply chains continues unabated 
in established and emerging markets alike.

So full steam ahead and nothing to worry about, right?

Let’s at least hope so, but we would be doing readers and our-
selves a tremendous disservice if we didn’t at least raise some 
issues that might come home to roost and rock the boat a little 
as the year unfolds.

USA██

As we go to press, U.S. President Obama just delivered the 
annual State of The Union address to the nation. Of course it’s 
too early to say just how markets will react to the facts, wishes, 
nuances and as yet hidden messages within the text* but suf-
fice to say for now that the U.S. Administration seems open to 
the idea of a bipartisan government collaboration with priorities 
on domestic job creation and sustenance thereof, international 
cooperation with its trading partners, a push towards a mean-
ingful effort to fix the deficit within 5 years by curbing govern-
ment spending, all underlined by a basic suggestion that we’re 
in this together, a theme that this column spoke to in one of our 
last issues of 2010. 

*Link: http://www.whitehouse.gov/photos-and-video/video/2011/01/24/
inside-white-house-state-union

Despite apparent woes of the USD evidenced by the strength 
of a rebounding EUR from 1.19 to 1.37 and commodity Dol-
lars of AUD & CAD at parity, coupled with reports citing 100 
major cities in the U.S. are approaching insolvency, we do not 
think these will ultimately be causes for great concern as far as 
currency valuation. America has had and will likely to continue 
to have a handy knack of successfully reinventing itself and if 
the current loose monetary policy can be further maintained for 
the foreseeable future without more QE we would expect the 
current economic bounce to continue and allow expansion to be 
the light of growth that leads the country and the USD back to 
respective stronger footings. Sure it may take years but politi-
cians now seem committed to policies and to be fair at least 
they have some ideas, which is perhaps more than can be said 
for the Eurozone that seems to be getting by more on luck than 
judgment these days, proverbially kicking the can down the 
street, looking for that elusive and perhaps imaginary goal in 
the hope that something good will turn up. With Japan and the 
Swiss National Bank lurking in the wings due to heavy appre-
ciation of Yen and Swiss Francs, we would not be surprised to 
see the USD additionally bolstered by some kind of intervention 
this year.

EU██

Given events of the past 12 months and also looking ahead, 
we find it hard to believe in the continuance of the Eurozone 
having a currency worth almost 40 percent more than the Dollar 
especially with the various unknowns surrounding that fragile 
marriage of economic and political wills. Admittedly the uncer-
tainties over Fed QE last spring with the EUR/USD rebounding 

Latin American 

Q1

With the new calendar year of 2011 now underway, traditional expectations of optimism are becoming en-
trenched and supported at a relatively early stage, in many cases becoming further emboldened on a daily ba-
sis by factors that include the continuance of low interest rates in major economies thereby fostering a global 
stock market rally that has bounced significantly over the past quarter with many markets returning to 2008’s 
pre-crash levels, the return of confidence in certain regions causing higher interest rates to choke off inflation 

and last but not least the somewhat quaint notion that global banking & Eurozone troubles are now firmly behind us.

Currency outlook

By Kevin Sollitt██
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from 1.19 seemed fair, but with almost frighteningly and inevi-
table regularity, one problem after another just keeps surfac-
ing to bring into question the future true value of the Euro. It’s 
almost a year since markets grappled with the Greek crisis and 
since then we have witnessed actual or expected downgrades 
of other member states such as Spain, Ireland and Portugal. As 
recently as December 2010, German Finance Minister Schaeu-
ble was reported as citing the increasing ‘risk’ of an anti-euro 
political party arising, urging other officials to take the threat 
seriously. As an EU Finance Minister it’s a natural fulfillment of 
duties to defend the troubled single currency but the point is 
that problems do exist and these have, to a large extent, gone 
seemingly unrecognized or unpunished by the markets so far 
and the greater risk may simply be to continue on the current 
path. Encapsulating the theme and potential issues of politi-
cal will coupled with broad monetary policy requirements is a 
reported remark from ECB Executive Board Member Juergen 
Stark last weekend: Stark apparently said that the Eurozone’s 
latest rescue fund could recapitalize banks or buy government 
bonds, with Europe discussing ways to bolster its European 
Financial Stability Facility (EFSF), which has a headline value 
of 440 billion euros ($595 billion) but an effective lending capac-
ity estimated at just 225 billion euros because of the need to 
secure a triple-A credit rating. Tellingly, Stark said that any such 
decision would have to be decided at the political level, the 
contrast between the deft actions of the Fed and the potential 
for EU policy makers to succumb to ‘analysis paralysis’ is clear. 
If the EFSF is a flop, as far as a downside catalyst for EUR 
we think that the ECB may yet be forced to embark on its own 
version of QE and of course if this transpires we expect a test 
towards parity to the USD.
 

CHINA██

President Hu was in the US this week, coincidentally just as the 
USD/CNY exchange rate made a new (price) low for the year 
at the fixing. China has indicated its willingness to allow further 
Yuan appreciation, albeit mostly on its own terms. This is not 
a fight the US wants to pick at this fragile stage of its recovery 
and of course China has its own problems with soaring domes-
tic inflation to worry about. In a testament to global cooperation, 
General Motors announced this week that it sold more cars 
in China last month than it did in its homeland, also a nod to 
American diversity and an uncanny ability, for want of a better 
phrase, to reinvent the wheel.

China had announced the need for continued diversification of 
its $2.85 trillion of foreign exchange reserves & also confirmed 
it has no interest or desire to withdraw from participation as a 
buyer of US Treasury paper. The game goes on.

LATAM██

The region has fared better than markets expected and also 
outperformed many of its more established neighbors and 

competitors on the global stage, collectively reflected by higher 
currency valuations & coupled with a much rosier and optimistic 
outlook than has been seen for decades.

Ever-improving and increasing domestic demand are two main 
reasons for heightened economic progress with governments 
beginning to make more noise about providing wider access to 
quality public services and jobs, two factors that will be seen as 
crucial to continue moving people up the social ladder.

As regular readers know, for some time now we have been 
bullish on Latin America with particular weight on the Brazilian 
economy. As far as recent moves in the currency (BRL), the 
government’s steps of doubling taxes it charges to foreigners 
on bond purchases definitely took the wind out of the BRL’s 
sails. Ultimately though the trend remains firmly intact and this 
intervention has really only served to give the markets cause for 
pause as the undeniable and almost unstoppable strength of 
the Real continues. After a swift fall from around 1.62 to the 1.70 
region at the end of 2010 the BRL is currently trading back in the 
mid 1.60s, not far from where it had been prior to the introduction 
of taxes designed to dissuade foreign investors thereby alleviat-
ing demand for currency.

Brazil’s new government is being proactive in other areas and 
perhaps prompted by what some commentators see as a poten-
tially escalating currency war, is reportedly preparing to challenge 
U.S. ethanol aid and EU beef import barriers in the World Trade 
Organization, according to industry and government sources. 

The Brazilian government is also set to expand anti-dumping 
barriers to several Asian countries allegedly being used by Chi-
na as a front for exports to Brazil, another official said. These 
undertakings clearly signal President Rousseff’s intentions to 
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preserve the nation’s trade balance, fast being eroded by the 
positive momentum of the Real, appreciating against the dollar 
by around 40% in the last three years. Estimates say the trade 
surplus will fall to around $7 billion this year and $4.5 billion 
in 2012 from around $20 billion last year, which then already 
stood at its lowest in almost a decade..

That said, Brazil is and will likely remain the largest national 
economy in the region and some forecasters suspect that Brazil 
may increase in size to become one of the top five economies 
of the world in coming years. This notion is given credence by 
huge agricultural mining manufacturing and service sectors and 
associated large available labour pools, which could arguably 
be motivated to continue recent successes. The government 
speaks about more innovative social policies to become ef-
fective in reversing inequality and social decline, encouraging 
prosperity and shared results so in a nutshell we see the Real 
continuing its ascent albeit at a slower pace.

Chile’s economy is also very commercially oriented and geared 
heavily towards foreign trade so it’s probably fair to say that 
Chile’s currency might also be a natural beneficiary of the recently 
announced step up in global collaborations by the US and also 
China, among others. As recently as January 23, Chile’s CB Chief 
Jose De Gregorio expressed worries about rising inflation and that 
rates may need to rise sooner than later. Chile has also said that 
it plans no forex controls at this time. The CLP is firmer on all this 
news with the Dollar slumping from 540 to 465 from mid 2010 until 
mid January, closing at around 490 as we go to print most likely 
due to market expectations of imminently higher interest rates. 
With continued global demand for its commodities such as copper, 
wine, fruit and fish the CLP may well outperform other more estab-
lished currencies and at 490 to the Dollar currently we see room 
for a retest of the 450 region especially with food price inflation 
forcing the CBS to raise rates.

The problem with this scenario might be the possible yet natural 
side effect of the prospect that exporters will be hurt by pass-
ing on costs acquired such as higher borrowing charges. In 
addition, the discovery of high yields by hot money in emerging 
economies’ interest rates ironically attracts funds to the source, 

further exacerbating the problem as local currencies soar in 
value due to external demand, damaging exporters.

In the big picture we think food price inflation is going to be a real 
issue going forward and although pessimism is not on the menu, a 
large dose of reality might need to be served. For example, in Latin 
American nations, collective food spending accounts for around 
20% of total household average outgoings, hence its heavy CPI 
weighting and close monitoring by the monetary authorities in these 
regions. We also note that while Peru has already raised interest 
rates, annual inflation is also up in Brazil, Argentina and Mexico.

These problems exist in many countries, with particular refer-
ence to the UK, the US and even China, in that latent or rising 
inflation is becoming entrenched. Debt chiefs in these nations 
have always had half an eye on the effect on monetary policy 
on their exchange rates and it’s a fair bet that monetary policy 
seems to rule the day at the expense of the currency. Witness 
the decline in buying power of the British pound and the Ameri-
can dollar over the past few years as interest rate policies have 
subordinated exchange rate concerns.

In summary we think another bullish year ahead for LatAm cur-
rencies with an initial theme along the lines as discussed here, 
namely that higher interest rates naturally support the curren-
cies, further bolstered by uncertainty in other parts of the world 
and underpinned by that most basic need of humankind around 
the world - the necessity to eat as nutritiously as possible and, 
for most, as cost consciously as possible.  

People talk about gold being the ultimate investment, but here’s 
a thought: In the same way that North America could be some-
what self sufficient, it is not inconceivable that a paradigm shift 
in global food supply could take place over the next few years 
as wealth is redistributed by soft commodities versus traditional 
methods of hard commodities like gold or platinum or cash, 
which, like the prospect of higher interest rates, would definitely 
attract interest and investment to the respective sources. All 
that without mentioning oil riches, until now.

Good luck and good fortune with your FX participation in 2011.

Forex
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23 al 24 de marzo 2011· JW Marriott Hotel · Bogotá · Colombia

Para saber más acerca del Andean Infrastructure Summit, contáctese con Kenneth Bauco (kbauco@bnamericas.com) o al +56 2 9410308

SILVER SPONSOR

UNA NUEVA
DIVISIÓN DE
BNamericas

ALIANZA 

La Andean Infrastructure Summit, a realizarse 
el 23 y 24 de Marzo de 2011, en Bogotá, Colombia, 
reunirá a los actores más importantes del rubro 
infraestructura del sector público y privado de la región 
Andina y Centroamérica.

Esta cumbre es la mejor instancia que encontrará este 
año para contactarse con más de 
250 ejecutivos sénior del rubro infraestructura, 
junto a quienes se revisarán diversas materias, tales 
como el financiamiento de proyectos, regulaciones, 
nuevas políticas y tendencias que afectan al sector de 
Infraestructura en Latinoamérica.

Infraestructura, 
negocios y política : 

¡No se pierda esta oportunidad 
única de asistir al 

mayor evento de Infraestructura 
de la región, el lugar donde 

se discutirán y nacerán las mejores 
oportunidades de negocio 

para el 2011!

www.andeaninfrastructuresummit.com




