
QThe Fourth World Water Forum,
held last month in Mexico City,
was marked by divisions over
such issues as water manage-

ment, cross-border water rights, sanita-
tion, and privatization. How have these
divisions played out in Latin America and
what is the best way to address them? Is
Latin America facing a water "crisis" in
the future?

AGuest Comment: Tapen Sinha:
"Not all parts of Latin America
have the same problem. However,
like income, water is badly dis-

tributed across income groups in almost all
Latin American countries. Take Mexico
City, a microcosm that encapsulates all the
ills that ail Latin America in general. In
richer neighborhoods, water is virtually
given away by the city government, where-
as in poorer neighborhoods that have no
running water people pay astronomical
prices for water. In 1990, less than 50 per-
cent of tap water in the city was purified.
Today, the figure is around 95 percent. Yet,
very few people drink tap water. Because
the pricing is not right, the consumption is
completely skewed. Mexico has the dubi-
ous distinction of consuming the second-
highest amount of bottled drinks (in
absolute terms) in the world (only after the
United States). Most of the bottled water is
sweetened. Thus, in the long run, the crisis
is coming not so much from the water
problem itself but from drinking bottled
sugar water—obesity. Setting up 'water

rights' in conferences does not translate to
implementation of those rights.
Governments have to take action in pricing
water properly to make water resource allo-
cation right. Privatization has nothing to
do with it."

ABoard Comment: Nicolás
Mariscal: "The Forum served as a
reminder to Latin American
countries that access to water

must be considered a central factor for sus-
tainable economic growth. Its adequate
management must be included in the agen-
das of governments, politicians, and
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After two days of meetings in Rio de
Janeiro, European Trade Commissioner
Peter Mandelson, Brazilian Foreign
Minister Celso Amorim, and US Trade
Rep. Rob Portman said Saturday it was
still possible to meet an April 30 deadline
for progress in global trade talks.

Photo: Agencia Brasil.
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Latin America and Caribbean Ill-
Prepared for Bird Flu—Officials

Latin American and Caribbean
countries are among the least well-
prepared in the world for bird flu,
with very little of the global flow of
money used to fight the virus going
to the region, international officials
said Friday. H5N1 avian influenza
has not yet arrived in Latin America,
but once it does could spread quick-
ly and have a major impact in coun-
tries such as Brazil, the world's
largest chicken producer and
exporter. Mexico also has a large
and growing poultry industry.

Source: Reuters.

Eight Brazilian Ministers Step
Down to Run for Office in October

Eight ministers in the government
of Brazilian President Luiz Inacio
Lula da Silva resigned on Friday in
order to run for office in October
elections. Stepping down were
Institutional Affairs Minister Jaques
Wagner, Integration Minister Ciro
Gomes, Defense Minister Jose
Alencar, Health Minister Saraiva
Felipe, Transportation Minister
Alfredo Nascimento, Fishing
Minister Wilson Fritsch, Agrarian
Development Minister Miguel
Rosseto, and Sports Minister
Agnaldo Queiroz.

Source: Bloomberg News.

WTO Chief: Brazil Must Open
Industry to Foreign Competition

Brazil must agree to open its indus-
try to foreign competition to break
an impasse in global trade negotia-
tions, World Trade Organization
Director-General Pascal Lamy said
Friday. Speaking to Brazilian busi-
ness leaders in Sao Paulo, Lamy said
"I am completely convinced that you
will have to move beyond [Brazil's
current offer.]"

Source: Reuters.

Economic News

CAFTA-DR Goes Into Effect 
with Nicaragua, Honduras

A US free trade agreement with five
Central American countries and the
Dominican Republic (CAFTA-DR) took
effect in Nicaragua and Honduras on
Saturday, the US Trade Representative's
office said. Nicaragua and Honduras are
the second and third countries with which
the free trade deal has taken effect. The
trade pact went into effect between the US
and El Salvador on March 1. Of the
remaining three countries—Costa Rica,
the Dominican Republic, and
Guatemala—only Costa Rica has not rati-
fied the agreement, although Costa Rican
President-elect Oscar Arias, who narrowly
won the country's February 5 election,
says he supports the deal. In a statement
posted on the USTR's Web site, US Trade
Representative Rob Portman said the US
"will continue our work with the remain-
ing three CAFTA-DR partners to ensure
timely and full implementation of the
agreement."

Peru's Humala Vows to Charge
Mining Companies Royalties

Nationalist Ollanta Humala, the frontrun-
ner ahead of this Sunday's presidential
election in Peru, said Friday that if elected
he would revise tax agreements with min-
ing companies to force them to pay royal-
ties, Reuters reported. "All miners will
have to pay royalties. They must pay royal-
ties to share the country's resources with
the poor. Our motherland is not for sale,"
Humala was quoted as saying. Last year,
the government imposed a royalty on
mineral sales, but 27 companies have
agreements with the government that
exempt them from making royalty pay-
ments until as late as 2018, according to
Reuters. The mining companies, which
last year invested $1 billion in Peru's min-
ing industry—the most important sector
of the Andean nation's economy—say
they already pay enough in taxes and warn
that the royalties will divert investment
away from Peru to other countries, such as
Chile and Mexico. Humala says, however,

that the mining firms should pay taxes on
"excessive" profits amid high global metals
prices. According to a poll by La Catolica
University released on Friday, Humala is in
first place in Peru's presidential race with
31 percent voter support, versus 27 per-
cent for conservative Lourdes Flores,
Reuters reported. However, in a second
round in May—triggered if no candidate
gets at least 50 percent this Sunday—
Humala would lose to Flores, the poll
showed.

Minus Total and Eni, Oil Firms in
Venezuela Migrate to New Contracts 

Venezuelan state-owned oil company
Petroleos de Venezuela (PDVSA) said
Friday that 17 oil companies signed agree-
ments converting their operating service
contracts into joint venture agreements.
However, local press reported that only 16
companies agreed to migrate to the new
joint ventures, while two firms—France's
Total and Italy's ENI—did not sign the
agreements. According to El Universal, the
two companies, which have been involved
in a dispute with the government over
back taxes, hope to sign the agreements
after negotiations with the government.
Official news service ABN, citing sources
in Venezuela's National Assembly, said it
was still possible the companies would
sign the agreements to migrate to the joint
ventures, which were approved by the
Assembly on Thursday. Among the com-
panies that did sign the agreement on
Friday were Royal Dutch Shell, Chevron,
BP, and Brazil's state-owned Petrobras.
Under the new joint venture arrangement,
PDVSA will have a minimum 60 percent
stake, Energy Minister Rafael Ramirez said
last month. In addition, the joint venture
contracts include an increase in royalties
paid by the companies from 30 percent to
33.3 percent, a hike in income taxes levied
on upstream oil production from 34 per-
cent to 50 percent, and a requirement that
companies dedicate 1 percent of their net
profits, before income tax, for social devel-
opment programs, according to Ramirez.
The government also said it planned to
retake 60 percent of the drilling acreage
originally granted to foreign oil companies
once the conversion to the new joint ven-
tures was complete. Venezuelan President



Hugo Chavez called the signing of the
agreements on Friday "a historic day
because the opening of the oil sector,
which was the road to privatizing
Petroleos de Venezuela, is left behind."
Venezuela is the world's fifth-largest oil
exporter and one of the top three suppli-
ers of crude to the United States. It is also
believed to have the largest oil reserves in
the world after the International Energy
Agency's recent reclassification of the
country's extra-heavy crude as conven-
tional crude oil.

Company News

Minimum Price for Colombia's
Telecom Set at $233 Million

The Colombian government has set a
minimum bidding price of $233 million
for a 50 percent stake plus one share in
state-owned Telecom, the country's
largest telephone company, official news
service SNE reported on Friday. The min-
imum price, based on a valuation done by
Citigroup—is below the $350 million that
Telefonos de Mexico (Telmex), part of the
telecommunications empire of Mexican
billionaire Carlos Slim, agreed to pay last
year to acquire the same stake in Telecom
and help finance its expansion into new
services, such as mobile, and help the
company meet existing, large liabilities,
especially pension payments. Telecom
scrapped the deal after its legality was
questioned, and in September Telecom
announced a new search for a "strategic
partner" through an auction. Six compa-
nies, including Telmex, Spain's Telefonica,
and Venezuela's CANTV, have expressed
an interest in the auction, which kicks off
this Friday. Under the rules of the auction,
bidding will start at the base price of $233
million, with companies bidding upward
in increments of at least $17.5 million or a
multiple thereof. The eventual auction
winner will have to promise not to pay
dividends for three years and will receive a
management fee equivalent to 7 percent of
EBITDA (earnings before interest, taxes,
depreciation and amortization) until 2010
and 3 percent thereafter, according to
Reuters.
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NGOs. Uncontrolled demographic
growth, together with a lack of a culture
of payment for the service, is characteris-
tic of the region. In certain areas, like
central and northern Mexico, natural
scarcity of the resource makes the issue
even more pressing. The development of
long-term water management policies
with a strong focus on local actions,
independent of political cycles, seems
crucial if Latin America is to solve this

issue. As the Forum proceeded, certain
fundamental issues were identified as key
to overcome this challenge. First, techni-
cal resources have to be in place, both
human and in hardware. In this area,
technological transfer has to be resolved
in a fast and cost-effective way. Second,
the legal framework, and the financing
for the development of infrastructure
projects and their operation, also have to
be in place. Full-cost recovery from tar-
iffs and subsidies was strongly recom-
mended. Third, public-private partner-
ships have been a major issue at the

Featured Q&A
Continued from page 1

Continued on page 4



Forum because of the limited public,
financial, and technical resources. In
order to be effective, private participa-
tion must be balanced with strong public
regulation and surveillance. Fourth,
societies have to build effective ways of
transmitting their needs to governments
and those responsible for providing the
resource, both through official and non-
official (NGO) channels. People should
take a more active role in finding and
implementing the appropriate solutions
to their needs. Fifth, the media has to
assist in conveying a realistic and respon-
sible assessment of the current situation
and its progress. Indeed, media members
may be those with the most immediate
role to play in helping in the transfer of
useful information. Underlying these
challenges, an adequate framework of
institutional governance must be in
place. At the end of the day, the funda-
mental right to have access to water may
be realized if we all in a responsible man-
ner apply the principles of solidarity and
subsidiarity."

AGuest Comment: Miguel
Solanes: "Few countries in
Latin America face problems of
absolute national water scarci-

ty. Lack of water supply and sanitation
services is mostly related to inadequate
spatial and temporal distribution of
water, financial shortcomings, and low
public priority of the sector. Service
shortcomings are systemic, not just relat-
ed to water per se. Financial shortcom-
ings can be solved in a sustainable man-
ner through adequate macroeconomic
policies, national economic growth, and
sector prioritization, as the success of
water and sanitation programs in Chile
illustrates so well. In this context, with a
keen and relatively independent regula-
tor, privatization has performed well. Yet
recourse to private-sector financing does
not, per se, solve the problems of a non-
performing economy, as the case of the
Argentine service crisis illustrates well.
Privatization does not make profitable
what is not so, considering that con-
sumers pay in national currency. The
policy of Chilean private purveyors, such

as Aguas Andinas, is to resort mostly to
local capital markets as a means to hedge
their risk. In a context of economic
growth, proper regulation, and public
prioritization of the sector, public and
private provision are valid alternatives.
Yet countries should be aware that risk,
overhead, and capital costs may increase
the price of the private provider, if proj-
ects are not properly designed, evaluat-
ed, and regulated. They should also con-
sider that foreign providers may take
conflicts to external arbitration courts.
Information, reasonable rates, transfer
price, excessive debt, proper assessment
of context risk and affordability, magni-
tude of investments, and environmental
impact are key water and sanitation
themes, which should be considered by
private investors, lending organizations,
countries, and arbitrators. They are well
known by companies—as shown by the
Aguas Andinas example—and by coun-
tries with experience and adequate regu-
latory systems, such as England and the
US. Yet the process of knowledge dissem-
ination in transitional systems in Latin
America has been mostly sparse and
after the fact. There is a need for donors,
lenders, and countries to improve deci-
sion-making mechanisms and criteria
applied to water programs and projects.
The region has several examples of proj-
ects that did not yield expected results
after initially optimistic evaluations.
Equity and efficiency require that subsi-
dies to the poor, recognition of custom-
ary uses and rights, and efficient water
reallocation mechanisms be important
complements of any water policy." 
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